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THE NEW PLEA FOR BASING-POINT MONOPOLY* 


FRANK ALBERT FETTER 
Princeton University 


I. PRESENT PERTINENCE OF THIS DISCUSSION 


N EXTENSIVE study of the steel industry under the 
N.R.A. code’ was undertaken early in 1934 by the Uni- 
versity of Pittsburgh’s Bureau of Business Research to 

supplement the general study of the codes which the Brookings 
Institution was then making. The cost of the study was met 
mainly by the Falk Foundation of Pittsburgh, after a small initial 
grant from the Brookings Institution. Work was fully begun July 
I, 1934, and continued for a year in full force. Two fairly distinct 
problems were studied at almost equal length, namely, labor rela- 
tions and pricing problems. In this review we are concerned only 
with the latter subject, essentially the basing-point problem.’ 

*[See also review of this report in this issue, pp. 687-90—Ebpr1ror. ] 

* Carroll R. Daugherty, Melvin G. de Chazeau, and Samuel S. Stratton, The 
Economics of the Iron and Steel Industry. 2 vols. (University of Pittsburgh, Bureau 
of Business Research, Monograph No. 6.) New York: McGraw-Hill Book Co., Inc., 
1937. Pp. liti-+-1188. $12. 

* This part of the study was almost exclusively handled by Professor de Chazeau, 
of the University of Virginia (Preface, p. vii), and usually his judgments are ex- 
pressed as those of ‘“‘the author” (in the singular). However, as Professor Stratton, 
of the Harvard Business School, assumes joint responsibility for the statements in 
the Summary and in the Epilogue, consisting of literal extracts from Professor de 
Chazeau’s chapters, occasional reference is made, in what follows, to the views of 
“the authors’ (in the plural). 
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Numerous circumstances warrant subjecting the conclusions of 
this study on the subject of price policies in monopolistic indus- 
tries to an unusually thoroughgoing examination at this time. 
The subject was quiescent for some years after the Pittsburgh- 
Plus decision in 1924 but has recently gained vastly in prominence 
because (among numerous other causes) of the animated discus- 
sions attending the widespread use of the basing-point method in 
the N.R.A. period (1933-35), of the introduction in the United 
States Senate in 1936 of the first bill specifically forbidding the 
practice, and of the recent recovery in 1937 of the Federal Trade 
Commission from its long paralysis and its issuing of complaints 
against two of the more notorious basing-point industries (cast- 
iron soil pipe and cement). Under an increasing fire of criticism, 
popular and scientific, the leading basing-point industries have 
become much concerned and have been carrying on a vigorous 
propaganda in defense of the practice. A project for the unbiased 
study of the problem under academic auspices—the first of its 
kind—therefore seemed timely and aroused lively expectations 
among the increasing group of students of this important problem, 


too long almost completely ignored by economists. However, the 
work appearing the present year must be startling to competent 
students of economics in its eager advocacy of prevailing monop- 
olistic practices and not less because of the astonishing mental 
processes leading to the major conclusions. 


2. THE TWO MAIN FEATURES OF THE ARGUMENT 


The essentials of the long and repetitious argument of this 
study to justify the continuance of the basing-point practice may 
be fairly reduced to two main propositions. (1) Peculiar economic 
conditions inherent in the steel industry insure the existence of 
monopoly and make impossible the attempt to restore competi- 
tion either by the enforcement of the mill-base rule or by any 
other means. (2) The present owners of steel plants have a vested 
right to the continuance of the practice because its abolition by 
means of enforcement of the mill-base rule would destroy a large 
part of the value of existing investments. In sum, the whole argu- 
ment is an attempt to discredit the mill-base rule as sanctioned 
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by the Federal Trade Commission and favored by “well-known 
economists” (p. 547). 

By these two arguments the authors support to their own satis- 
faction their thesis in favor of the continuance of the basing-point 
price policy. But there is an obvious contradiction between the 
two arguments; for, if competition in the steel industry is impos- 
sible, enforcement of the mill-base rule manifestly could not create 
conditions of competition that would destroy the industry. The 
case is not quite so simple as this, for the propositions become so 
modified and retracted in various ways that the real meaning is 
left much in doubt. 

The two arguments differ greatly in nature. The thought of 
inherent monopoly (or peculiar economic conditions making com- 
petition impossible) is treated at much the greater length and as 
of the greater importance. The argument on vested rights, as we 
shall see, is rather secondary and supplementary, however great 
the desperate emphasis put upon it. 


3. INHERENT MONOPOLY AND PECULIAR ECONOMIC 
CONDITIONS 

Most briefly expressed, the “inherent monopoly” argument 
runs thus: Because of certain “economic conditions’’ peculiar to 
the steel industry, competition is impossible. This is not only so 
under present conditions with the basing-point rule in operation 
but it must continue to be so despite every effort to enforce a 
mill-base rule and despite anything else that could be done by 
public regulation through law and administrative action.’ 

The phrase “economic conditions” appears in the early pages 
(p. 5), foreshadowing the main conclusions of the study, and later, 
when the discussion of pricing policies begins, it reappears with 
some variation of phrasing and plays a star role until the end.‘ 


3 On the uncertain meaning and scope of the term ‘‘competition” in this proposi- 
tion see below, sec. 10. 

‘P. 546; on the same page occur the phrases, “‘the economic structure of the 
industry” and ‘“‘the methods of production and sale in the industry.” Phrases of 
like meaning are “‘under-lying economic forces’’ (p. 369); “‘ineradicable economic 
factors” (p. 561); “the economic conditions characteristic of steel production” 
(p. 566); “the inherent economic characteristics of the industry” (p. 571); “an in- 
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We have sought by the most painstaking examination of the 
text to discover what is the definite content of this phrase, “the 
economic conditions,” and its various synonyms. It seems to ana- 
lyze into the following chain of propositions: One, the basic fact 
(or condition) is the economy of mass production in a single plant 
by advanced labor-saving-machine methods (a technological ele- 
ment); two, the result is the building of large physical plants of 
durable agents (a physical fact); three, this requires large “‘fixed”’ 
investment at one location (a financial, “overhead-cost’’ ele- 
ment); four, this means a marked reduction in the number of 
separate producing plants in the industry, correlative with the 
greatly increased size of the single plants; five, each seller in this 
smaller group of sellers has less hope of gain by lowering his 
prices to sell more and has greater fear of retaliation and loss, the 
consequence being a sort of truce to competition, possibly (then 
assumed to be always) without formal agreement to maintain 
prices. The consequent tendency is for prices to remain above a 
normal competitive level—in short, it is a theory of oligopoly (or 
duopoly) built on the assumption that the reduction in the num- 
ber of sellers is due wholly to the reduction in the number of 
separate producing plants with correspondingly greater overhead 
costs, which in turn results from the technological economies of 
large production. 


4. THE OVERHEAD-COST FALLACY 


Let us consider briefly the ““overhead-cost” theory in this “‘in- 
herent-monopoly” argument. Throughout runs the older cost-of- 
production theory of prices—unquestioned save to lament con- 
tinually the impossibility of ascertaining costs. But prices, the 
author finds, do not conform with “costs” (in the sense used, of 
business outlays either real or constructive or estimated) in most 


dustry like steel” (p. 571); ‘‘the economic fact, which cannot be legislated away’ 
(p. 578); ‘‘fixed in the economic structure of the industry” (p. 674); “rooted in the 
economics of the industry” (p. 729); ‘‘active price competition is inconsistent with 
the economics of the industry”’ (p. 731); ‘“‘an economic structure inherently monopo- 
listic’’ (p. 732); and ‘complexities of the industry’”’ (p. 1149). These expressions are 
nearly all repeated in the Summary and in the Epilogue of the study (pp. 1071- 
I121, 1142-50, passim). 
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of the monopolistic situations discussed. This leads him to em- 
brace the newer doctrine of “overhead”’ costs. According to this, 
costs are not, as in the older cost doctrine, just financial outlays 
on which the enterpriser risks his judgment and takes his chances 
for profit or for loss, whichever may be possible with prices set in 
a competitive market. Costs begin to appear to the author’s sym- 
pathetic eyes, looking through monopolistic spectacles, as the 
hopes of investors to which they have both a moral and a legal 
claim to be enforced through some ._neme of artificial price con- 
trol insuring higher prices than competition makes possible at 
many times, especially in periods of depression. 

This idea becomes subtly interwoven with the vested-rights 
argument. Note these words: “Within the limits of normal ef- 
ficiency, a manufacturer has a legitimate interest in the main- 
tenance of a schedule of prices that, within the life span of his 
capital equipment, will return him all direct and indirect costs of 
manufacture” (pp. 561-62). Scrutinize particularly the slippery 
term “a legitimate interest.’’ If this meant merely that an in- 
vestor has a natural human desire to get as much as he hoped— 
or more—the statement would be a mere truism. But that it dan- 
gerously means much more in the author’s thought is revealed by 
his immediate use of it to justify the policy of “price stabiliza- 
tion” enforced upon “the smaller companies... . with lower 
overhead costs,”’ who are “the most persistent price-cutters” and 
who are “governed by the larger mills” by means of “reprisal” 
and by “retaliation and a level of prices ruinously low.’’ Thus 
does the author most astonishingly espouse the current business 
doctrine of monopoly and all its works of unfair and cutthroat 


competition. 

The author assumes that “overhead cost” is a part of the 
“costs” of every unit of goods produced with the aid of durable 
agents. This is, of course, true in some degree of nearly every 
product today. But the author balks at any such general applica- 
tion of the doctrine: 


Overhead costs per se are not sufficient to preclude either price competition 
or the social benefits associated with price competition. It is when economies 
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of large-scale operations are present and their realization necessitates a grow- 
ing burden of overhead that overhead costs condition pricing policy, for 
then they effect a reduction in the number of sellers.5 

That again, is a mere matter of degree. Just where does this in- 
fluence begin? Just what is “a growing burden”? There is no in- 
dustry whatever in which there is a financial investment—that is, 
a capitalization of future expected profits—that does not have 
overhead costs in the same sense—notably even modern farming 
in a very high degree. Clearly it is not overhead costs but monop- 
oly that permits fixing prices to realize overhead costs. It is plain 
common sense that as, in any locality, the number of sellers is 
reduced it becomes easier for them to make formal agreements or 
tacit agreements of many subtle kinds, and for the financially 
stronger to dominate more easily the weaker, in many ways, both 
by coercion and by rewarding them for “being good” and “playing 
the game.”’ This is “old stuff,” well recognized since the time of 
Adam Smith. But these new converts to oligopolistic theory scoff 
at any such old-fashioned explanation of monopoly as resulting 
from collusion or agreements. Their contention is that the basing- 
point practice comes into being automatically and solely through 
the impersonal working of “economic forces.” Thus they try to 
get a sort of moral if not logical support for their otherwise un- 
proved contention that it is beyond all human control and public 


remedy.® 


5 P. 557; italics ours. 

6 It is impossible to predict to what length the overhead doctrine will be carried. 
The reviewer confesses his inability to understand what it means in places. For 
example, in the course of a devious argument to justify basing-point delivered prices 
as against mill-base prices, we are told that “‘transportation becomes... . a sort 
of overhead like sales expense, the cost of which is combined in varying proportions 
with steel products in accordance with the exigencies surrounding the sale’’ (pp. 
698-99). This odd notion appears here and again later (p. 730) in a very curious 
argument for delivered prices which we shall not further discuss other than to say: 
(a) freight, if to be reckoned at all as a cost, would clearly have to be viewed as a 
prime rather than as a constant cost; it is not “a continuing charge”’ (p. 555), for it 
is incurred only in connection with each sale, as the passage implies; (b) the cost of 
freight is always in basing-point practice paid by the buyer and not by the seller, in 
economic effect as well as in literal fact; (c) the cost of transportation either on com- 
mon carriers or in the buyer’s private vehicles is not a cost of producing steel, 
or even of selling steel, but of transporting steel that has been produced and sold; 
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5. CONTRASTED PRICE THEORIES 


It may obviate misunderstanding to explain at this point that 
we are not quarreling with the author’s mere description of 
“economic conditions,”—so far as it goes.’ Since renouncing the 
cost-of-production theory of prices years ago, the reviewer has 
never found it necessary to hold two contrasting price theories at 
the same time, one of cost price under competitive conditions and 
the other of monopoly price. The one general rule of price, in our 
view, is that every commercial seller gets all he can whenever he 
can (sentiment apart) and always “charges what the traffic will 
bear,” although he is limited always at some point by the refusal 
of some buyers to pay more. The most pervasive influence caus- 
ing buyers to refuse to pay more than a certain price at a certain 
time and place is competition, that is, the possibility of buying 
like goods from other sellers at lower prices or of buying other 
kinds of goods which buyers prefer at the same or lower prices. In 


it is payment for another sort of production, the service of transportation; (d) the 
conception of freight as an overhead cost in the steel industry is inconsistent with 
the other (and the main) idea of overhead cost as the necessary continuing expense 
of providing a large fixed plant and services, except on the absurd assumption that a 
fair return on the whole investment in equipment for transportation by the railroad 
is an overhead cost of the shippers who make use of it. 


7 The study gives the misleading impression that certain facts regarding the steel 
industry, hitherto overlooked, have been ‘‘disclosed’’ (p. 41) which throw such new 
light upon the subject that the mill-base plan and its advocates are totally dis- 
credited (see, e.g., pp. 40-41). Repeatedly the same impression is conveyed by 
such expressions as that the main conclusion has “‘developed from both a theoretical 
and practical study of the case’’ (p. 728; repeated, p. 1118); that ‘‘examination of 
the conditions under which iron and steel are produced” has shown, etc. (p. 1142); 
and that “‘the f.o.b.-mill-pricing system . . . . is inconsistent with the economics of 
the steel industry”’ (p. 1146). In the report read by the authors at the Chicago meet- 
ing of the A.E.A. they declared that previous studies of the subject had been 
“based upon fireside premises”; and the director (at that meeting) characterized 
iill-base price advocates as “arm chair theorists.” The reviewer is assured, how- 
ever, that the authors did not intend to claim the “discovery” of new facts—in 
any case not facts of such moment as self-evidently to invalidate the work of 
previous students. The emphasis was meant to be rather upon the different sig- 
nificance attributed to these facts when interpreted in the light of a different, and 
what the authors believe to be a better, price theory. This understanding goes far 
to clarify the issues in the discussion, while even accentuating the fundamental dis- 
agreement in the end. 
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our view monopoly price theory is merely competitive price theory 
with more or less of the competition (usually on the sellers’ side) 
weakened or removed. In such a reciprocal demand price theory 
it is never assumed that competition, “pure,” “perfect,” or “com- 
plete,” is the normal condition in the real world of business (on 
which see more below in sec. 10). On the contrary, it is recognized 
that in the real world frictions are numerous, especially on the 
side of sellers, and that they have been rapidly increasing re- 
cently. It is just because the consumer public has been increasing- 
ly made to suffer from monopolistic prices by use of the basing- 
point formula for delivered prices that the need is so imperative 
to end this practice by enforcing the rule of mill-base prices. 

Therefore, with a very large part of what the author says about 
the fact of weakening competition and the impossibility of smaller 
firms acting independently really to compete in price if competi- 
tion is left ‘“‘unregulated’’ we are in the fullest agreement. We 
must thoroughly disagree, however, with the non sequitur that 
law and public policy are utterly powerless to do anything to 
strengthen and restore the freedom of smaller enterprisers to act 
independently as they wish in their own interest. 


6. THE DENIAL OF COLLUSION 

The reviewer’s contention is that the analysis in this study of 
the “economic conditions” tending toward monopoly is defective 
not so much because of what it includes as of what it strangely 
omits. From first to last the only cause for the recent decline in 
the number of sellers to which the author attributes any con- 
siderable importance is overhead cost (correlated with large pro- 
duction). True, incidentally is admitted the possibility that at 
times collusion,® or tacit agreement? or even actual agreement," 
may play a part in preventing competition in the pricing of steel; 
but this is always done negatively and grudgingly by way of 


8 E.g. (pp. 578, 631, 671), “There may have been, and may yet be collusion in the 
pricing of steel.” 

**Tacit understandings” (p. 618); “‘tacit price agreements” (p. 671). 

10 “Predetermined agreement”’ (p. 671) is a “presumption” from the facts, which 
are, however, “inadequate to prove agreement.” 
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belittling any importance attributed to such influences by op- 
ponents of the basing-point practice as a partial explanation of 
the existing state of oligopoly." 

The contention of this study, when analyzed, is merely a 
denial that formal collusion is in all cases the sole explanation of 
conditions of oligopoly. The curious logic of this quibble about 
“collusion” seems to be this: It is conceivable that large produc- 
tion may eliminate competition in some cases without either 
formal agreement among sellers or any visible and demonstrable 
efforts of domination by certain groups through threats or prom- 
ise of reward; therefore, it is assumed that oligopoly is brought 
about without human volition practically in all cases. The pat- 
ent evidences of other influences at work are to be ignored, and 
the actual noncompetitive situation when sellers are few is to be 
viewed as resulting only from certain subtle, undefinable, and 
mystical motives causing men to conform with a mathematically 
exact noncompetitive formula. The bearing of this upon the prac- 
tical problem of price policy before us is momentous, as is fully 
illustrated in the author’s conclusions on a desirable public price 


policy in the steel—or any other monopolistic—industry. 


* E.g. (p. 571), note the sarcastic reference to the ‘‘erroneous assumption” by 
the Federal Trade Commission that the “‘conditions of pure competition . . . . await 
only the dispelling of collusion to reveal themselves in price,’”’ and (p. 572; repeated, 
p. 1105), the questioning of the alleged assumption that “‘there is nothing more 
substantial behind the traditional pricing policy in steel than collusion with monopo- 
listic intent.” 


™ E.g. (p. 618), “‘under conditions of oligopoly, effective price leadership within 
or between basing-points need depend neither on tacit understandings nor on col- 
lusive agreement.’’ Of course, an important question here is, What is meant by 
“tacit understanding”? Again (p. 631), of certain data “‘inconsistent with pure 
competition,” it is said: ‘“They do not prove collusion, however, for agreement is 
not a necessary condition of uniform pricing under oligopoly.’”’ Evidently, uniform 
pricing refers to uniform delivered prices, better called “identical delivered prices” 
to avoid confusion with the concept of uniform prices to all buyers in a market, as the 
term “‘uniform” has hitherto been used by economists. On p. 728, speaking of the 
“general price control” indicated by the evidence in the code period, it is said: 
“Whether this control was through agreement or through price leadership is in- 
consequential. The practice is compatible, even in the absence of collusion, with the 
economic conditions that characterize the production and distribution of tonnage 
steel.”’ 
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7. EFFECTS OF MERGERS IGNORED 


Those who have given long and realistic study to the actual 
“economic conditions” making for “monopolistic competition” 
can see scarcely a line of truth in such a picture. They challenge 
formula-pricing, knowing full well that the present price policy is 
historically man made, is a resultant of many conscious choices 
and acts of men, and is maintained by means of constant pressures 
and pulls, very subtly exerted by those who profit by the present 
practice. Moreover, the whole hope of strengthening the forces of 
freedom in business is bound up with the possibility of curbing 
this or that definite sort of human behavior tending toward 
monopoly and, on the contrary, of enlarging this or that oppor- 
tunity for independent enterprise and independent action. 

What are these influences other than large production making 
for fewness of sellers in the steel and other industries? It is not 
necessary to go outside the present study to find fleeting evidence 
of them, however unconsciously they have been minimized or 
ignored in order to lend strength to the main contention. 

The most astonishing omission in the explanation of the de- 
creasing number of sellers is the effect of financial combination of 
plants, more especially by horizontal mergers. One of the well- 
known “facts” said to be “demonstrated” (p. 40) in the first 
descriptive chapters was “that steel-producing capacity is largely 
concentrated in a few gigantic corporations.’ The author rightly 
recognizes these corporations as wholes (having a common owner- 
ship and pursuing a common price policy) as the unit sellers, 
rather than the several subsidiary plants. In respect to vertically 
integrated corporations he rightly declares that “this concentra- 
tion of capacity in a handful of iarge integrated corporations is of 
profound importance in any analysis of the economics of the in- 
dustry."’ No hint is given here, however, that most of these large 
corporations operate numerous separate-like plants of only mod- 
erate optimum size, nor does the word “merger” occur. Else- 
where, however, is briefly recognized the rapid growth of large 
integrated companies formed by absorbing smaller companies 


"3 P. 1072, summarizing discussion on pp. 21-22. 
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through “‘mergers and acquisitions,’’** such companies accounting 
for over three-fourths of the industry’s capacity (pp. 362-66). 
Elsewhere is mentioned the recent formation of “merged com- 
panies” of “gigantic size” (p. 106n.). But not a syllable any- 
where do we find implying a recognition of the fact that the num- 
ber of sellers has been greatly reduced by financial bigness brought 
about through the merger of numerous like plants of merely 
optimum size, geographically scattered, rather than by the growth 
of individual plants to great size. 

In the explanation of the causes reducing the number of sellers 
to the stage of oligopoly in the last half-century, ownership 
merger has surely been a greater factor than has the economy of 
large production in the single plant. The motives for horizontal 
mergers (such, e.g., as the United States Steel Corporation and 
Bethlehem Steel) are quite different from those for merely en- 
larging a single plant. Financial mergers notoriously have caused 
enormous inflations of “overhead” in the form of watered stock 
and promoters’ commissions based on expectations of monopoly 
profits; but surely no one would seriously contend that this is the 
sort of “overhead” which either socially warrants or economically 
“necessitates” higher prices for the products. 

‘It is a curious fact that the only connection between ownership merger and 
overhead that is recognized as significant in this study is that it may give “an oppor- 
tunity to eliminate ... . overhead” by reducing sales expense when the basing- 
point practice is in vogue (p. 106). The sole cause assigned is increasing overhead 
costs resulting from large production in single plants. The only passage referring to 
the suggestion that merger has been a cause of fewness is a categorical denial 
that “the dissolution of existing corporate entities’’ would facilitate the attain- 
ment of a state of competition (near the end, Epilogue, p. 1146). The text says, 
“pure competition’’; but see below, sec. 10, on ‘‘pure”’ and “‘perfect.’’ Further we 
read: “‘This study demonstrates that there is no economic justification for [this 
contention].’”” In simple truth, nowhere is there an attempt to demonstrate it; 
it is merely a corollary of the false assumption that large-scale production is the 
sole explanation of conditions making for oligopoly. In the further discussion of 
“the size of corporate entities” and of “‘economic size’’ (on p. 1146) there is patent 
confusion of the thought of large single plants conducting “‘large-scale operations”’ 
with that of large “corporate entities’ having “corporate control of plants in more 
than one area.”” Such thinking invalidates the major thesis of the study. (See the 
more extended discussion of this fallacy in the writer’s review of A. R. Burns, The 
Decline of Competition, Journal of Political Economy, February, 1937; see also n. 44, 
sec. 24, below). 





588 FRANK ALBERT FETTER 


8. OTHER CAUSES OF MONOPOLY IGNORED 


In his sole absorption in large-scale production as the cause of 
monopoly the author has minimized to the point of extinction still 
other potent forces. Any arrangement by which groups of other- 
wise independent producers act together on a common plan in 
selling reduces the “‘number of sellers” quite as really as if all the 
physical plants were welded into one. Elsewhere the author has 
conceded the reality of numerous arrangements of this kind, 
ranging from tacit to actual agreement and outright collusion," 
but in the end he repeatedly insists that the admittedly harmoni- 
ous co-operation is not evidence of “collusion.” By this seems to 
be meant that it is not the result of conscious and deliberate 
human choice but that it rather flows from the automatic opera- 
tion of economic forces. The implication is that no part of the 
result is due to such crude processes as intimidation or as rewards 
of the weaker by the financially stronger sellers. On the contrary, 
those long conversant with the origin and history of the basing- 
point practice see it clearly as the product of human volition and 
of strenuous efforts—turning to advantage, to be sure, whatever 
favoring conditions were brought about by technical economic 


change.”° 

15 See above, sec. 6. 

© The author overlooks the significance of facts which he glimpses in passing. 
He reports the views of steel execu. .ves (p. 559 n.) that in the pre-code period some- 
what exceptionally ‘“‘the failure of small firms to quote in accordance with recog- 
nized basing-point practice did not evoke retaliation from the dominating steel 
companies. But the persistent trespassing of small firms on forbidden business pro- 
voked reprisals,’”’ etc. Further he emphasizes his belief that in the present situation 
price-cutting (whether discriminatory or general, is not clear) “invites immediate 
retaliation . . . . on the principle of the financially fittest It is the shading of 
the established price that engenders retaliation and a level of price ruinously low” 
(p. 562). And finally, as discrediting the f.o.b.-mill rule, he finds ‘‘no reason to 
believe that the advantages of price leadership could be dissipated by a mill base 
system of pricing,” for “‘unruly members of the industry would be checked in the 
long run through the less onerous means of financial control” (p. 571). A few pages 
before it was truly said (evidently on the assumption that price discrimination and 
freight absorption could be practiced without legal penalty) that ‘there is no assur- 
ance of the outcome of a price war, because productive efficiency is less significant 
than financial strength” (p. 556). That suggests ‘‘cutthroat’’ competition (in the 
true sense of that loosely used word) as a potent means of maintaining the basing- 
point practice. Such admissions as these (even without Gary dinners and other 
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Q. ATTEMPTS TO DISCREDIT THE MILL-BASE RULE 


We have now before us everything essential that is adduced in 
this study to prove its main thesis that “economic conditions in 
the steel industry’’ make competition impossible. The argument 
never really advances beyond that point; it simply mills around 
as if it could gain force by constant iteration. In all this repeti- 
tion, however, two inferences are closely associated, the one nega- 
tive and the other positive, the one discrediting the mill-base rule, 
the other justifying the basing-point practice. 

Much more effort is expended upon the negative than upon the 
positive thesis. Yet, why should it be so difficult? Granting that 
competition in the steel industry is impossible, the folly of the 
mill-base rule is a simple corollary. If nothing can restore compe- 
tition, of course the mill-base rule could not. But the mill-base 
rule must be thoroughly discredited before the basing-point prac- 
tice, admittedly monopolistic and fraught with grave economic 
evils, can hope for a respectful hearing. It has against it, as the 
author admits, the most considerable body of reputable economic 
authority, and it stands under legal ban, while the mill-base rule 
has been “‘adopted wholeheartedly by the Federal Trade Com- 
mission” (p. 547). So the author proceeds through many pages 
to discredit the mill-base rule by the easy method of overstating 
and misstating the views of its supporters. 


10. SHADOW BOXING AGAINST “PERFECT” COMPETITION 


The author’s conception of the kind of competition aimed at by 
the anti-trust laws is perhaps the most misleading feature of a 
confused argument. While he seems to be asserting that no com- 
petition whatever (or no substantial r.easure of it) will ever be 
possible in the steel industry because of certain inherent economic 
conditions, in fact he never says just that. He rarely uses the 


illegal devices) surely suffice to explode the author’s contention that the basing- 
point practice was brought about solely by a silent process of evolution and con- 
tinues to be maintained solely by the mystic forces of oligopoly induced by large- 
scale production in the single plant. From the false premise that man’s conscious 
behavior did not in any way cause it, the leap is made to the illogical conclusion 
that human laws can do nothing to modify or prevent it. 
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plain word “competition” but usually accompanies it with an 
adjective indicating either some extreme or some ideal state of per- 
fection in competition rather than a practical or real state; or an 
equally unreal wholly unregulated state of competition, a com- 
plete condition of laissez faire.'*? To invalidate the claim that 
“perfect”? competition could be attained by enforcing the mill- 
base rule it would be necessary only to point to a single case of 
discrimination or to the slightest indication of monopolistic col- 
lusion. It is too easy to win such an argument—or to fool one’s 
self, as the author evidently does, into thinking one has done so. 


II. CLAIMS ACTUALLY MADE FOR THE MILL-BASE RULE 


The truth is that not one of these terms of perfection has been 
used by representative advocates of mill-base pricing to describe 
the results they expect to be attained. What is the nature and 
what is the limit of their claims? Simply that the mill-base rule 
would curb the worst and the most of the acknowledged evils of 
the basing-point practice and would go farther than any other 
single measure proposed to strengthen the forces and motives 
making for independent price action within a considerable range 
of interstate commerce. Abstract perfection and utopian purity 
in competition are not to be expected. “Perfection none must 
look to find in all the world” —and it might be added, in parody of 
Pope’s words, “and least of all in competition.” This is not a 
mere quibble to reduce to vagueness and nothingness the claims 
made for the mill-base rule and for the enforcement of the anti- 


'? The most frequently used adjectives in the first group are ‘‘perfect,” “pure,” 
“‘simple,”’ “active,” and “‘free.’”” The most “‘highly abstract,”’ as the author admits, 
is “perfect competition . . . . requiring the absence of all elements of friction, im- 
mobility, and any undiscounted future changes”’ (p. 549 n.; also pp. 548, 550, 551, 
552, 572, 1105). “‘Pure”’ competition, it is said, differs somewhat from ‘‘perfect” 
competition; it ‘is more realistic for it embraces the possibility of friction and im- 
perfect knowledge and depends merely on freedom from monopolistic elements and 
the existence of buyers and sellers in sufficient numbers to render the influence of 
any one of them negligible. Throughout this study such terms as ‘simple’ and 
‘active’ competition have been used to approximate the concept of ‘pure’ competi- 
tion” (p. 549 n.; and again in similar phrasing on p. 1097 n.; for further examples of 
“‘pure,”’ cf. pp. 571, 1101, 1144, 1146; of “free,” pp. 548 n., 553, 578, 1099; of “‘sim- 
ple,” p. 1099.) 
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trust laws. It is these advocates of the basing-point practice who 
are trying to reduce the whole discussion to a mere quibble. They 
misstate the case for the mill-base rule in a manner intended to 
make it unreal and ridiculous. Words must be given a common- 
sense meaning. Laws against crime have not perfectly rid society 
of murder and robbery, but criminal law is not therefore futile. 
The opponents of the basing-point practice may be justified if its 
abolition would, in a substantial measure, weaken the dominating 
control over price policy by the larger financial interests, appre- 
ciably decentralize price control, give a wider range of independ- 
ence to sellers’ motives in pricing, and reduce considerably the 
admitted wastes and evils of discrimination, monopolistic domina- 
tion, and unfair practices that at present prevail. If the leaders 
in the basing-point industries do not know perfectly well that en- 
forcement of the mill-base rule would have these effects, at least 
they greatly fear it, and that is why they so bitterly combat the 


proposal. 
12. THE STRAW MAN OF “UNREGULATED” COMPETITION 


Another set of adjectives is used in this study to give the term 
“competition” the meaning that what is proposed is competition 
unlimited and without rules. These words are “unfettered,’’* 
“uncontrolled,’’*® and “unregulated,’*° and, as if synonymous, 
“ruinous,” “destructive,” and “cutthroat.” It is never quite 
clear either to what kind of rules or to what sort of agency these 
terms refer—whether to those of “self-governing” industry or to 
those of public law; in numerous cases the terms are used loosely 
to characterize the kind of competition that the author asserts 
would occur if the f.o.b.-mill rule were vigorously applied. It is 
hard to excuse such a crude misconception of the mill-base plan 
which would identify it with a policy of laissez faire, and which 
assumes that any proposal to increase fair competition means 
leaving the process of competition utterly without any sort of 


* E.g., Pp. 309, 557, 566, 570, 1084, 1094, 1104. 

9 Pp. 571, 1104, 1105. 

* P. 369 * Pp. 546, 570, 1096, 1098, 1104. 
* Pp. 570 and 1104. *3 Pp. 560, 561, 570, 1101. 
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social control.*4 In very essence the mill-base plan is a limiting 
rule, a public regulation, a fettering and control of the sort of 
“competition” (so called) that goes on now under the industry’s 
own commonly observed practice of basing-point delivered prices, 
call it collusion or not, as you will. The mill-base rule is analogous 
to the long-and-short-haul clause of the Interstate Commerce Com- 
mission Act. It would, as the author repeatedly admits, if en- 
forced put an end to many of the unfair and wasteful practices of 
which the industry itself complains, for it would “obviously . . . . 
eliminate all four types of discrimination.””s 

It is the authors of this study who stand for laissez faire in 
respect to privately administered prices. They are in the main 
steadfast against any attempt publicly to control, regulate, or 
restrict the enhanced prices” and the wasteful sort of “competi- 
tion’’ which results when the few large producers and sellers are 
left to determine their price policy and to discriminate solely in 
their own interest, real or imaginary. It is the authors of this 
study, not the proponents of the mill-base plan, who are urging 
that discrimination be left without rule or restriction (p. 553), for 
it is “inevitable” (p. 561). It is they who justify discrimination as 


a general principle, whose “eradication involves a revolutionary 
change in our conception of legitimate competitive practice.’”’ 


13. CHAMPIONING DISCRIMINATION 


In his zeal to preserve unfettered and unregulated the privilege 
of discriminating in prices, the author denounces as “unconstitu- 
tional” the effort to prevent it.?* He does this at first doubtfully, 
then more confidently. “It seems probable that a law requiring 


24 How fully the reviewer disagrees with the view that fair competition is the 
result of merely doing nothing may be judged from the theme of his Masquerade of 
Monopoly (Harcourt, Brace and Co., N.Y., 1931), as a whole, and esp. pp. 245- 
350, developing a doctrine of the need of regulation most briefly epitomized on p. 265 
in a paragraph on competition ‘‘not automatically natural.’ 

#8 Pp. 7o1 and 1116. 

26 But see sec. 16 below on contradictions and retractions; see also sec. 21. 

27 P. 573 n. The phrase is repeated exactly on p. 701 except that ‘‘competitive”’ 
is inclosed in quotation marks. 


#8 Pp. 568, 571, 1103. 
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that all sales be made at the mill without discrimination would 
be held unconstitutional.”’ In the brief argument following the 
autor cites in support of this opinion no clause of the Constitu- 
tion, but instead misquotes the Clayton Act?® and then declares 
that there is no precedent for preventing discrimination “in 
legitimate competition” (a crude begging of the question, for 
when illegal it is not “legitimate’’). Discrimination is defended as 
“a common practice” (a sad truth and a sound reason for a law 
against it); then, suddenly, the author abandons his advanced 
position and breaks in full retreat back to his citadel of vested 
interests.*° It is a really astonishing process of ratiocination, hav- 
ing no discoverable logical relation with any of the other parts of 
the study and merely echoing the wishful thinking of corporation 
counsel in the steel industry. 


14. THE DEFENSE OF UNRESTRICTED FREIGHT ABSORPTION 


The author rightly appreciates the truly decisive bearing which 
discrimination in steel prices by absorption of freight has upon 
the pending problem. If such an indefeasible right exists, the mill- 
base plan loses its essential character and would probably operate 
very much as does basing-point pricing by formula.* A rule sub- 
ject to unlimited exceptions is no rule at all. It is equally true 
that nothing essentially like the basing-point plan could operate 
without the form of local discrimination known as freight absorp- 
tion. Stop discrimination in net realized prices by forbidding 
freight absorption, and you stop the basing-point practice and its 
monopolistic effects. So, as the defender of the basing-point prac- 


* P. 571: “Existing anti-trust legislation permits reasonable discrimination to 
meet competition. Clayton Act, Section 2.’’ The phrase “‘reasonable competition” 
is not contained in sec. 2 of the Clayton Act. 

3° P. 572. “The author advances no defense of existing discriminations under the 
basing-point system, in the railroad rate structure, or in a system of uniform ma- 
terial prices. He does question the wisdom ot wholesale violation of vested inter- 

” He then recovers his self-esteem with a final quip at the superficiality 
of the opponents of basing-point pricing. 

# Cf. the sections on “F.O.B.-Mill prices—all sales at the Mill” (pp. 568-72) 
with that on “‘F.O.B.-Mills Quotations Plus the Right To Absorb Freight To Meet 
Competition” (pp. 572-73), where this is clearly recognized, and the plea of un- 
constitutionality is made. 
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tice (with all its admitted burden of sins), the author condemns 
any proposal to abolish or even to limit freight absorption.” Al- 
ways at the crucial moment comes the reassertion that freight 
absorption cannot be abolished, indeed, that it cannot even be 
limited by any general rule, as often proposed; both efforts would 
be futile. And why? The answer is the magic formula, the theme 


3 In close proximity to the unconstitutionality dictum, and in discussing the mul- 
tiple basing-point system, he says: ‘The vital question at issue becomes simply this: 
should freight absorption be made illegal . . . . ?”’ (p. 577; repeated, p. 1106). This 
is correct, as we believe, save for the implication that the practice is legal under 
existing law. The thought is reiterated in the Epilogue (pp. 1146-47): “‘Some form 
of basing-point system with the right to absorb transportation to meet competition 
is required for most steel products.’’ What seems to be really meant here is else- 
where expressed in these words: ‘Freight absorption is a necessary corollary of 
multiple basing-point pricing’ (p. 729; repeated, p. 1119). This proposition is 
equally true if applied to a single-basing-point plan, omitting the word “multiple.” 
But the fitness of the word “corollary” is open to question; perhaps “condition” 
would more exactly express the truth. Again, near the end of the Summary the con- 
viction is expressed that the preceding analysis and marshaling of facts ‘‘necessitate 
a pricing system which will permit freight equalization among mills, etc.”’ (p. 1105, 
a new phrasing in the Summary, not taken from the earlier text). Grave evils 
resulting from freight absorption are repeatedly admitted (pp. 576-77, 673-701 
passim) as also that these evils would be remedied if the mill-base rule could be en- 
forced (pp. 701 and 1116). Inconsistently, however, it is elsewhere conceded that in 
some way cross-hauling ought to be at least restricted, perhaps even outlawed if 
done gradually, as, e.g.: ‘“The economist may well find a social waste, fixed in the 
economic structure of the industry, to be minimized, if possible, but uprooted with 
care”’ (p. 674). 

The author’s persistent attitude in this matter is an example of his doctrinaire 
adherence to conclusions deduced from the major premise of the book. He declares: 
“Tt is doubtful whether the rule [some artificial limitation on freight absorption] 
could be effectively policed” (p. 577). Despite his belief that “freight absorption,” 
“if unrestricted, may result in widespread social waste through market interpene- 
tration and crosshauling”’ (p. 729; repeated, p. 1119), he believes that “‘a fixed 
limit to freight absorption . . . . is likely to prove unenforceable in practice and the 
cause of more discrimination than it effaces” (p. 730; repeated, p. 1119). “The 
economic waste in crosshauling is a lesser evil than the maladjustments that would 
accompany the attempt to uproot it. This does not mean that [the author] con- 
dones the status quo” (p. 577; repeated, p. 1106). We observe here the fleeting 
mention of the vested-rights argument (further discussed in secs. 17-21 below). The 
author’s argument in defense of wholesale discrimination by the formula known as 
absorption of freight thus follows the same devious course as that in defense of the 
basing-point practice itself. In truth it is the same argument with a mere change of 
phrasing, for systematic absorption of freight following simultaneously a common 
formula throughout the industry is the very life of the basing-point practice. 
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song of the whole study: “Freight absorption, like the basing- 
point system itself, is rooted in the economics of the industry” 


(p. 729). 
15. THE MAIN ARGUMENT OF THE STUDY REVIEWED 


The argument of this study thus far to vindicate the basing- 
point practice and to justify its continuance, the reader will ob- 
serve, is essentially negative. It is directed wholly to an effort to 
prove that (because of “economic conditions’’) competition in the 
sale of steel is impossible, i.e., a monopolistic situation exists 
which is inevitable and indestructible. 

The basing-point practice (we are assured in many varied 
phrases) is to be explained as an “evolution of the economic forces 
impinging upon competitive practices’’—rather than as promoted 
by “the birth of a dominating corporation.”** In what purports 
to be a historical account of the “development of the basing-point 
system”’*4 which starts with a loose statement by Elbert H. Gary 
as primary authority, the conception is strictly adhered to that 
the basing-point practice is itself the passive result of impersonal, 
economic, evolutionary forces, in which agreement, collusion, and 
human choice had no appreciable part. The practice is viewed as 
the effect of monopoly, not in the least as the method or instru- 
ment by which monopolistic control was strengthened and con- 
summated. Beyond this we fail to discern more than the shadow 
of an attempt to prove that, therefore, the basing-point practice 
is justified. The logic gets no farther than the assertion that, 
monopoly in steel prices being inevitable, and the basing-point 
practice being a convenient way to exercise the monopoly, the 
practice, therefore, is also inevitable and justifiable in the public 
interest. That baldly begs the question. Even if monopoly in steel 
must be accepted as inevitable (as in the case of railroads, for 
example), it does not follow that either private or public control 
of prices must in the public interest take the form of a continuance 
of the basing-point practice. That method was hit upon, and has 
been exercised solely up to the present time, by monopolistic 


33 The term “evolution”’ is used repeatedly (cf. pp. 534 and 538). 
4 Pp. 533-44. 
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private industry to advance its own interests, and (as the author 
frequently confesses) is in many ways against the public interest. 
Is there, moreover, the slightest reason to believe that it would be 
found to be the most suitable policy for public price-fixing if and 
when private-monopoly control were superseded by some form of 
strong public commission control? 


16. SURRENDER OF THE MAIN THESIS 


Without perhaps realizing it, the author has himself virtually 
repudiated his main thesis that the basing-point practice in es- 
sentially its present form should be continued. He repeatedly sug- 
gests that the fixing of monopoly prices, basing-points, etc., can- 
not safely in the public interest be left to the industry without 
public control.*5 The conclusion of the study in this matter is 
anathema to the industry itself, which has always insisted that 
effective competition existed in the sale of steel and that basing- 
point prices are the true expression of the unhindered forces of 
demand and supply. No wonder, then, that spokesmen of the 
industry are reported to have promptly and vigorously repudiated 
the conclusions of this study. This verdict in favor of present 
price policies, with its damaging admissions and crippled conclu- 


3s E.g., pp. 4090, 501, 523, 532, 574, 577, 578, 732, 1106, 1118, 1121, et passim. 
It is true that after further deliberation he recants in these words: ‘“‘Under these 
circumstances [mostly alleged lack of enough knowledge] it would be without 
warrant to draw an inference from the conclusions in this study that some sort of 
Government regulation should be imposed on the iron and steel industry” (p. 1149, 
six pages before the end). In the same connection the major conclusions of the study 
regarding price policy are stamped as rashly formed and unintelligent: ‘Intelligent 
policy requires more information and theoretical analysis of the problems involved, 
at once more detailed and more extensive than this study provides” (p. 1149). 
While making this rather humbling confession, the author restores his self-esteem by 
dealing out reproofs impartially to the Federal Trade Commission, to the Census 
Bureau, to “the industry itself,” and to ‘‘partisans’’ of any definite policy whatever 
(pp. 1148-49). His own position becomes purely agnostic and laissez faire—except 
to suggest the appointment of another commission “‘to investigate.’ Lack of space 
forbids discussing the use of the familiar fallacy to justify monopolistic ‘‘stabiliza- 
tion” of prices in a single monopolistic industry during depressions (pp. 558 ff. and 
1099); or the bizarre argument that the basing-point practice is necessary because 
otherwise “marginal costs’”’ cannot be adjusted “‘to market price” (pp. 690, 702; 
see also above, sec. 4, n. 6)—a notion in which the author’s faith so waned that he 
omitted it from his conclusions. 
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sions, would be a disastrous victory for the industry if it were 
accepted. To plead guilty of monopoly and to put itself at the 
mercy of a bureaucratic dictatorship of prices is a course of action 
which offers no hope or comfort to monopolistic “self-governing 
industry.” 

17. THE VESTED-RIGHTS ARGUMENT 

We turn now to the vested-rights argument, to which reference 
has been repeatedly made, as it is interwoven with a good deal of 
the previous discussion. It first makes its appearance merely as a 
word of caution against a too hasty acceptance of the mill-base 
policy as a remedy for the admitted evils of prevalent practices. 
“The long tenure of the basing-point system of pricing finished 
steel products is a pertinent consideration in any analysis of a 
proper method of pricing for the industry” (p. 541). But per- 
tinent in what way? The first answer is: merely in calling for a 
careful study before the prevailing basing-point practice is abol- 
ished. Explicitly it is said: 

This is not an adequate reason for the indefinite continuance of an eco- 
nomically unsound and socially undesirable pricing system. It is, however, 
a compelling reason for the critical appraisal of any proposed substitute, 
because abrupt change would disrupt the established competitive value of 
location both for the plants of steel mills and for those of consuming in- 
dustries. 

In the clause beginning “because abrupt change” the thought 
moves on to a second reason (other than a careful appraisal) why 
long tenure of the practice is a “‘pertinent consideration,” namely, 
that a change would be bad because it would disrupt investments 
even if the existing system is unsound economically. It is to be 
observed, however, that no explicit claim is made in this connec- 
tion that if the system be unsound economically (as the context on 
P. 544 seems to admit) it should, nevertheless, be continued to 
prevent loss to past and present investors. But in a foggy way the 
thought is there that the pricing practice must be left in status quo 
even if it is so bad that it has led to the uneconomic location of a 
large share of the producers and consumers—indeed, just because 
it has done so. The author senses the possible objection that a 
right to the continuance of the séatus quo can hardly be founded on 
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illegality, but he disposes of this once for all by the dictum: 
“Whether the method was or was not consistent with the anti- 
trust laws is almost irrelevant. It is enough that it has been toler- 
ated” (pp. 541 and 542). A few pages later the vested-rights argu- 
ment bursts into full bloom in a remarkable passage, too long to 
reproduce here, but which any interested reader should examine.* 


18. CONFUSING PICTURE OF THE MILL-BASE RULE 


The progress of thought from hesitation to greater certitude 
regarding the sacrosanctity of the basing-point practice is here 
plainly traceable. It now appears that it is “within the limits of 
legality,” although in the opening chapter it was said to have been 
condemned and, again, to have been outlawed by the Federal 
Trade Commission (p. 6). It now is looked upon as “an agree- 
ment, tacit or expressed,” not between members of the industry 
but between industry and some other party, just whom is not yet 
clear. The long continued practice (whose illegality is irrelevant!) 
has become not merely a reason for “careful appraisal” but a 
“vested right” in the “continued application” of the same prac- 
tice. Moreover, there is still some doubt—for such “vested rights 
may not be permitted to obstruct changes indefinitely” but, it 
suddenly appears, may do so unless “adequate compensation” is 
paid. By whom can this be paid but by the consuming public 
which has already borne the burden of the monopolistic practice? 
That is a doctrine begot not by academic theorists but by corpora- 
tion lawyers preparing for the day of judgment. The voice is the 
voice of Jacob, but the hand is the hand of Esau. 

The author therefore portrays*’ what he imagines would be the 
consequences if the attempt were made to enforce “an f.o.b.-mill 
pricing system—the proposal of the Federal Trade Commission.” 
What he sketches is, in his own words, a “somewhat alarmist pic- 
ture of unfettered price competition” the “final result” of which 
“would be bankruptcy, combination, and price agreement.” Im- 
mediately, however, he disavows the correctness of the picture 


36 Pp. 545-46, beginning ‘‘This pricing system,” eighth line from bottom of p. 545. 


37 Pp. 568-71; repeated in part with some additions and alterations of language in 
the Summary, pp. 1103-5. 
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and sketches another as difficult to decipher as is a cubist paint- 
ing. The plan of f.o.b.-mill, he believes, simply will not work, be- 
cause of “oligopoly” (a term introduced a few pages earlier on 
p. 558). “Steel executives” would not “voluntarily embrace the 
policy” (p. 571) which had been critically described a moment 
before as an “arbitrary imposition of law” (p. 569). The “‘advan- 
tages of price leadership” would continue unabated, and “unruly 
members of the industry” wishing to compete in price “would be 
checked through . . . . financial control” (p. 571). In short, the 
f.o.b.-mill plan simply could not be made to work because the 
producers would flaunt the law, and therefore “the fundamental 
objection to”’ it “is not that it would bring a chaotic price struggle 
in the steel industry. Quite to the contrary ” What is “the 
contrary”? The foregoing contention seems to be that the basing- 
point plan will continue in operation despite all efforts to displace 
it; and this is reaffirmed in the words: The “recommendation to 
revive price competition [by forcing an f.o.b.-mill pricing system] 
is founded on an erroneous assumption.” 

It seems, therefore, that despite the impossibility of competi- 
tion in the steel industry the author is arguing that the mill-base 
rule would do something about restoring competition, but not 
just what its proponents intend—the obstacle being not some 
cosmic force but the impossibility of making the steel producers 
obey the law of the land. Accordingly the accusation is repeated, 
unsupported by further evidence, that the mill-base rule would 
“supplant one set of discriminations with another” (p. 571) and 
would be a “‘wholesale violation of vested interests . . . . based on 
a dubious analogy to perfect competition” (p. 572). 


19. COMPETITION DECLARED GOOD BUT ITS RESTORATION BAD 


We despair of finding the author’s precise thought in the con- 
flicting ideas which play back and forth throughout this discus- 
sion of vested rights. The f.o.b.-mill plan is assumed first to be 
unworkable and then to work with destructive force. In all this 
confusion, truth is mixed with error. The element of truth is that 
great and wasteful dislocations of industry have been brought 
about by the basing-point plan as operated by private interests. 
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While it was illegally coming into use in defiance of the anti-trust 
laws, one geographical region after another was deprived of cer- 
tain natural advantages of location which it possessed or could 
have developed under mill-base pricing. The survival or destruc- 
tion of existing plants, as well as all enlargement of capacity or new 
construction of steel mills or of fabricating plants, were condi- 
tioned by the centralized, privately administered, monopolistic 
system of basing-point pricing that displaced the formerly pre- 
vailing decentralized, competitive, mill-base price policy. The au- 
thor concedes (e.g., p. 543) that “once a basing-point system of 
delivered prices is established” it tends “to concentrate produc- 
tion facilities” artificially where they would not be if mill-base 
prices had been allowed to continue. The author agrees (p. 554) 
that “free competition is in the public interest, for it results in the 
most effective utilization of scarce factors of production . . . . and 
in the largest possible production and widest distribution at the 
lowest prices justified by marginal costs.’’ Yet he denounces any 
effort to restore competition that is “in the public interest,”’ to 
displace a monopolistic condition which is against the public 
interest. 

Many investors in steel and in fabricating plants, doubtless, 
were ruined in the process described. Their vested rights in estab- 
lished economic locations were confiscated by an arbitrary rule 
invented and maintained by the dominant interests in the indus- 
try. Moreover, many new enterprises which under the mill-base 
plan would have come into existence in locations geographically 
suitable could not be established after the basing-point practice 
was introduced. When the abolition of basing-point pricing is 
threatened, its advocates quote ostentatiously the testimony of 
various smaller producers and fabricators who, being adjusted to 
the arbitrary pricing system of so-called “‘self-governing industry” 
as it is, are satisfied with things as they are. The voices of the 
dead in industrial graveyards are silent. 


20. THE UNECONOMIC PATTERN OF BASING-POINT PRICES 


The emphasis placed in this study upon the geographical dis- 
placements that result from a mere change of the pricing plan 
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from mill base to basing-point is in refreshing contrast to the 
claim made for many years by the industry and even by some ill- 
informed academic economists. It was long contended before the 
public and the courts that there was no such thing as a basing- 
point “system” of prices any different from that of a system of 
mill-base prices. It was merely a “method of quotation” used by 
sellers out of the kindness of their hearts for the benefit of cus- 
tomers who, it was implied, were unable to add or subtract. De- 
livered prices were, it was gravely asserted, merely the sum of 
mill-base prices and actual freights; the geographical pattern of 
delivered prices was in no way altered by the change in form of 
quotations. Incredible as it may seem now to latecomers into this 
field of study, that was still the contention met by critics of the 
practice during the Pittsburgh-Plus hearings little more than a 
decade ago. The prodigious fees of the United States Steel Cor- 
poration’s counsel were earned by defying the weary complainants 
to prove the existence of such a thing as “‘a basing-point system.”’ 
The factual evidence and the testimony of the three economic 
advisers in that case thoroughly scotched that absurdity. That 
was necessary pioneer work.** Recently, as the danger of effective 
action against the practice has become a thing to reckon with, its 
apologists have begun making vested interest in uneconomic geo- 
graphical location one of their chief arguments. One of them re- 
cently exclaimed: “It is not too much to say that abolition of the 
basing-point system would change the whole industrial map of 
America.’ They do not observe, however, the antecedent truth 
that the basing-point system arbitrarily changed the industrial 
map and continues uneconomically to maintain it so, against the 
rights and interests of whole regions and of many individual 
citizens. 

The work before us, therefore, follows the recent new fashion 
of the apologists for the basing-point practice in emphasizing the 


3§ See the author’s acceptance of this view, p. 547. 

39 See Robert Duncan, “‘Crisis in Delivered Prices,” Today, May 2, 1936; see also 
a propaganda pamphlet issued by the American Iron and Steel Institute, Basing 
Points and Competition in Steel (March, 1935). 
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great contrast between the geographical pattern of basing-point 
prices and that of mill-base prices, and the consequent shock to 
some interests that must result in changing quickly from the one 
to the other. Thus is conceded, with strong en®phasis, one of the 
most vital indictments of the basing-point practice, brought by 
those critics who first demonstrated it against persistent denials. * 
Of course it is easier to get into a mess than to get out of it, but it is 
not a maxim of the law that a party shall profit by his own tort. 


21. MINOR SIGNIFICANCE OF THE VESTED-RIGHTS ARGUMENT 


Many evils in the present situation that spokesmen for the 
industry have steadfastly denied, the present study admits (more 
or less vaguely). At some points it goes even so far as to hint that 
present evils might justify the abolition of the basing-point prac- 
tice but urges that in such case compensatory damages should be 
paid to all investors that would thereby be losers. All such seem- 
ing admissions that the basing-point might ever have to be aban- 
doned are made in moments of indecision and seem not to be 
truly in character. Never relinquished is the basic doctrine of the 
study that the basing-point sprang naturally from inherent monop- 
olistic conditions in, and largely peculiar to, the steel industry 
and that, therefore, all efforts to abolish it or to modify it essen- 
tially are doomed to futility. The vested-rights argument, de- 
spite the emphasis given to it, is merely secondary, negative, and 
defensive, implying a contradiction and a confession of weakness 
in the main argument. It is a sort of Hindenburg line to which 
monopoly may retire for a last stand when its advanced lines 
become untenable. 


4° However, before ending the chapter, the author appears inclined to moderate, 
if not to withdraw, any admissions that the deliberate choice of a price method can 
really change things much. He says: ‘‘Although important possible effects of differ- 
ent price alternatives have been admitted, only obfuscation can result from ex- 
clusive attention to mechanism... . . / A basing-point system may facilitate price 
leadership or even monopolistic price fixing. But if the present economic analysis 
is valid .... a free competitive price systern is not economically possible” (pp. 
578 and 1106). It must be left to the reader to determine, after a careful perusal of 
this paragraph in its context, how great is the obfuscation in it. 
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22. VARIOUS CONFUSING CONTENTIONS OF THIS STUDY 


In concluding this rey we call the reader’s attention to 
certain general feajgyes of this Pittsburgh study. It will no doubt 
be cited as a deli®trate verdict in favor of the basing-point prac- 
tice. It is, however, no trivial distinction to emphasize that truly 
it is the temporary “continuance”’ of the basing-point practice 
rather than the basing-point practice as a permanent policy 
which the authors have attempted to justify. In a variety of eva- 
sive phrases they repeatedly concede that the practice is not 
economically sound; and they plead for its continuance only dur- 
ing some transition period of undetermined duration. Yet part 
of their argument inconsistently attempts to prove that, in the 
steel industry, if in no other, the lasting, inherent conditions are 
such that it will be forever disastrous to abolish the basing-point 
practice in the effort to restore competition. Evidence of this con- 
fusion has been adduced in full measure in the course of this 
review. 


23. SHIFTING OBJECTIVES OF THE STUDY 


Another cause of grave confusion in the treatment of the sub- 
ject was the abrupt ending of the N.R.A. on May 27, 1935, barely 
a month before the end of the year in which the authors were 
mainly engaged in this work. They had undertaken specifically a 
study of the steel industry “under the code.”” The chapters com- 
posing nearly two-thirds of the text still carry that limiting 
phrase, and the materials were all gathered and were mainly 
analyzed with that purpose in view. The Schechter decision “took 
from the study,’’ as the authors regretfully confess, “its immedi- 
ate practical significance”’ (Preface, p. vi). But they far too hope- 
fully declare: “That decision in no wise detracts from the sig- 
nificance of an objective analysis of the results of an experiment 
in industrial self-government,” in the steel industry, which they 
believe holds a “peculiar economic position,” for reasons which 
they repeatedly allege in the succeeding pages. They therefore 
christened the work with its present somewhat misleading title 
and offered it with questionable validity “not merely as an his- 
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torical treatment of a Government experiment, but as a construc- 
tive contribution” toward the solution of problems of the industry 
antedating the code and still remaining to “plague both industry 
and government.” 

In truth, the wrench of the Schechter decision very patently 
was much too sudden and violent to permit the authors to read- 
just their thinking. The resulting confusion is evident in nearly 
every paragraph where price policies are discussed. The practices 
of the code era, during which licensed monopoly ran riot, are not 
relevant evidence to prove the proposition that monopoly is for- 
ever “inherent” or is a “natural’’ evolutionary outcome of funda- 
mental economic conditions in the steel industry. 

Far from being an “objective analysis” of the facts either in the 
code period or before or after, the discussion of pricing policies in 
this study is markedly a priori and doctrinaire, not closely related 
to the factual chapters but endeavoring to force the facts into the 
mold of a preconceived and erroneous abstract theory. The final 
qualification or renunciation of all the most crucial propositions 
in respect to price policy leaves them without even the pretense of 
definite application to aid in the solution of any present practical 
issues of public policy. 


24. REVOLUTIONARY IMPLICATIONS OF THE STUDY 


Throughout the Pittsburgh study until nearly the last moment 
the authors’ vision is limited to the steel industry, and they dis- 
tinctly disavow the intention of studying the problem of indus- 
trial policies for other industries. They declare this purpose at the 
outset (p. 5) and reaffirm it near the end (p. 1071): “The analysis 
and the conclusions reached in this study are applicable only to 
the iron and steel industry.”’ The emphasis throughout is all upon 
the exceptional nature of the conditions in the steel industry, and 
numerous statements regarding pricing policies are limited by 
such phrases as “‘in steel’ or “in an industry like steel.’’* Just 
before writing “‘finis,’”’ however,” they have serious misgivings. 
As further excuse for withholding their judgments or for asking 
the reader not to take them seriously they add: ‘More impor- 


“ E.g., p. 571; repeated, p. 1105. # In the Epilogue, p. 1149. 





THE NEW PLEA FOR BASING-POINT MONOPOLY 605 


tant, it must be appreciated that the iron and steel industry can- 
not be considered in vacuo. It is highly probable that the econom- 
ic conditions that have been found to characterize this industry 
may be approximated or duplicated in many other basic indus- 
tries.”*3 Undoubtedly so, as opponents of the basing-point prac- 
tice have long clearly apprehended. Acceptance of the authors’ 
argument for the basing-point in the steel industry would carry 
with it a general acceptance of the practice and would legalize the 
most effective instrument of monopoly in the greater part of the 
industrial and commercial fields. It would lead directly to the 
goal of totalitarian monopoly.‘* After nearly finishing their study 
of the steel industry im vacuo, as they say, the authors fling open 
the window to reality for a moment and recoil from the vision 
they get of the economic revolution which their abstract proposal 
involves. And well they may, for totalitarian monopoly means 
the end of economic freedom and of political freedom along with 
it. This is the fruit of lavish “‘grants in aid,’’ but must it be ac- 
cepted as the ripened wisdom of liberal economic studies? 


43 Pp. 1149; repeated in Director Watkins address, printed in the Iron Age, 
February 18, 1937, p. 86. 

44 The authors are ardent disciples of the school of monopolistic theory to which 
Professor Arthur R. Burns belongs, and they express their gratitude to him for his 
services in criticizing their chapters on price and trade practice (Preface, p. xii). 
See the reviewer’s article (“Planning for Totalitarian Monopoly,” Joc. cit.) on Pro- 
fessor Burns’s book. 
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GRICULTURE, on which approximately three-fourths of 
A the population of the Soviet Union depends for its live- 
lihood, was the last major branch of Soviet economic 
life to be collectivized. The agrarian revolution of 1917-18 en- 
throned the small peasant farmer, who was an important figure in 
the Russian agricultural economy, even prior to the revolution. 
Exigencies of revolutionary politics early in the revolution also 
prompted the Bolsheviks to support the small peasant farmer. 
Thus private estates were divided up and even large peasant prop- 
erties were reduced in size during the process of land redistribu- 
tion which ensued after the Bolsheviks came into power. In spite, 
therefore, of the whole-hearted acceptance of the Marxian dogma 
of the superiority of large-scale production in agriculture as in 
industry, the Bolsheviks for a time permitted a great extension of 
small-scale peasant farming. 

It is true that during the period of so-called “war communism” 
(1918-21) the Soviet government, faced by a famine in the cities 
and a bitter struggle to extract grain from the peasants, en- 
couraged various types of collective, co-operative, and state farm- 
ing among workers and peasants, and was even preparing to im- 
pose a scheme of thoroughgoing state control of agricultural pro- 
duction. But with the introduction of the “New Economic 
Policy,” or Nep, in the spring of 1921, individual peasant farm- 
ing, which during “war communism”’ was harassed by govern- 
ment requisitions, was granted considerable freedom for its 
development, though this liberal policy was short-lived. 

The Nep involved a division of the whole Soviet economic 
system into two sectors—the socialist sector, which from the very 
beginning comprised the so-called “commanding heights” of 

606 
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large-scale manufacturing industries, mining, transportation, 
banking, and foreign trade, and gradually embraced more and 
more of the domestic trade; and the individualist sector, which 
included petty trade, handicraft industries, and, above all, farm- 
ing. This dichotomy, however, proved fatal to the Nep. The dis- 
parity between prices of the products of the sheltered monopolis- 
tic state industry, and the prices paid by the government to the 
peasants for farm products, the market for which it also tended 
more and more to monopolize, discouraged the peasants from 
producing for the market. Thus, the self-sufficiency of small indi- 
vidualistic peasant farming, with its principal emphasis on pro- 
duction for personal consumption, was enhanced to the detriment 
of the industrial population and export trade. 

This situation, of course, was a serious obstacle to the indus- 
trialization of the country on which the Soviet government set 
its heart. At the same time the resumption, under the Nep, of the 
process of economic stratification of the peasantry into different 
layers of prosperity was seized upon by the left opposition, led by 
Trotsky, Kamenev, and Zinoviev, to demand the curbing of the 
top or more prosperous layer of peasants—i.e., the Kulaki, in 
Soviet parlance. This group, however, played an important role 
in production for the market. The official leadership, which was 
gravitating more and more into the hands of Joseph Stalin, finally 
accepted the idea of an “offensive” against the Kulaki at the 
Fifteenth Communist Party Congress, in the autumn of 1927, 
which also excommunicated Trotsky and his friends. 

The new crusade was coupled with a strong encouragement of 
collective forms of agriculture that languished during the Nep. 
The increased grain-procuring difficulties toward the end of 1927, 
which resulted in a shortage of breadstuffs in the cities, greatly 
intensified the struggle of the government with the more pros- 
perous strata of the peasantry. Realizing, however, that this poli- 
cy was bound to have unfavorable repercussions on agricultural 
production, the government also accelerated the process of collec- 
tivization of Russian agriculture. The Soviet leadership saw in 
the replacement of the individualistic peasant farming by collec- 
tive agriculture the only way out of the new agricultural crisis of 
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underproduction which threatened their industrialization policy 
and, by this token, the whole cause of socialism in the U.S.S.R. 


COLLECTIVIZATION 


Collectivization of Russian agriculture took two distinct forms: 
that of collective farming proper and that of state farming. Col- 
lective farming, as the term is understood in the U.S.S.R. and as 
it is used in this article, means the collectivization of small peasant 
agriculture through a combination into one unit of the individual 
holdings of the peasants. A collective farm, or “kolkhoz” (plural 
“kolkhozy’’), is, therefore, in theory at least, a type of producers’ 
co-operative as distinguished from the state farms, which are en- 
tirely government-owned and operated enterprises. We shall first 
discuss collective peasant farming, since it is by far the more im- 
portant type of the two. 

Kolkhozy originated during the period of “war communism” 
(1918-21), but they did not make great headway, and during the 
subsequent Nep period were relegated to an inferior position in 
the Russian agricultural scheme. On July 1, 1927, there were few- 
er than 15,000 kolkhozy with a membership constituting less than 
1 per cent of the peasant population and a sown area not quite 
2,000,000 acres out of a total crop area of nearly 280,000,000 
acres. The shift in the agrarian policy, however, inaugurated at 
the Fifteenth Party Congress at the end of 1927, gave a new im- 
petus to the collectivization movement. As a result of the en- 
couragement given by the government through extension of 
credit, taxation privileges, and preferential treatment with respect 
to land allotment, the number of kolkhozy increased rapidly, 
from less than 15,000 on July 1, 1927, to over 33,000 a year later 
and 57,000 on July 1, 1929. 

Nevertheless, in 1929 these collective farms still included less 
than 4 per cent of all the peasant households (families) and of the 
total sown area. It is also significant that of the three types into 
which kolkhozy are classified,’ i.e., “commune,” “artel,’’ and 

* The “commune” involves a complete collectivization of property extending 


even to household economy; in the “artel”’ only the principal means of production— 
land, large livestock, farm implements, etc.—are collectivized, but not the farm- 
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“toz,”’ the last mentioned, involving the least degree of collec- 
tivism, was becoming predominant. This type increased from 43 
per cent of the total number of kolkhozy in 1927 to 60 per cent in 
1929, while the intermediate form, the “artel,” decreased rela- 
tively from 48 per cent in 1927 to 34 per cent in 1929, and the 
“commune,”’ in which collectivism was carried the farthest, was 
becoming insignificant. 

On the whole, collectivization of peasant agriculture, though 
it made great strides, was still by the summer of 1929 in a stage 
of promise rather than of fulfilment. And what of the outlook for 
the future? An authoritative answer is furnished by the first five- 
year plan promulgated in May, 1929. The plan called for a crop 
area on collective farms by 1932 of about 36,000,000 acres as 
against 298,000,000 acres in individual holdings. It is clear, there- 
fore, that the plan, although it had as one of its major objectives 
the socialist reconstruction of agriculture, nevertheless did not 
contemplate an immediate thoroughgoing agricultural collec- 
tivization. In less than a year after the approval of the plan, how- 
ever, the collectivization situation changed beyond recognition. 

The ever growing pressure against the Kulaki, the rigorous 
measures for the extraction of grain from the peasants during the 
new 1929-30 grain-procuring campaign, coupled with the govern- 
ment propaganda and encouragement of collective farming, 
showed the peasant masses that their situation as individual small 
holders was hopeless and that the kolkhoz remained the only way 
out. Consequently, collectivization not only of whole villages but 
of districts and even large regions, which was hardly thinkable a 
year earlier, seemed feasible in the autumn of 1929, when the 
Soviet leadership spurred all party and government organs to 
strive for a further advance in collectivization.? 


stead, which remains in possession of the peasant family. Finally, a “‘toz” is char- 
acterized by joint labor and pooling together of land and implements for a par- 
ticular task. 

? Resolution of the Central Committee of the Communist Party: “Concerning 
the Results and Further Problems of the Organization of Collectives,”” November 
17, 1929 (“Resolutions and Decisions of the Party Congresses, Conferences and 
Plenary Sessions of the Central Committee of the Communist Party; VAP ». 
Resoliuciiach , Part II [1924-33], p. 594). 
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With the beginning of the winter of 1929-30 Soviet Russia was 
definitely entering on the road of wholesale collectivization and 
the elimination of the upper strata of the peasantry. This move, 
which only half a year earlier would have seemed utopian, was 
defended by Stalin in what will probably prove to be one of the 
most significant speeches of his career, made at a conference of 
the Marxian agricultural economists on December 27, 1929, and 
entitled “Concerning the Questions of Agrarian Policy in the 
U.S.S.R.”’3 In this speech, after demonstrating the impossibility 
of building up socialism on two different bases, those of large 
industry and petty agriculture, Stalin asserted that even the pool- 
ing in the kolkhozy of the simple peasant implements and animal 
draft power leads to a great increase in productivity and par- 
ticularly enables the peasants to achieve a considerable expansion 
of acreage. Naturally, this effectiveness would be greatly aug- 
mented with the introduction of the new machine technique and 
tractor farming. 

“The great importance of the kolkhozy,”’ Stalin pointed out, 
“consists precisely in this, that they provide the foundation for 
the employment of machinery and tractors in agriculture, that 
they form the basis for the transformation of the peasant and his 
psychology in the spirit of proletarian socialism.”’ It was felt that 
with increased and cheaper agricultural production the dispari- 
ties, inequality, and “contradictions” between agriculture and 
industry, between the town and the village, would disappear. 
Stalin recognized that there were contradictory elements in the 
kolkhozy themselves. There were, for example, survivals of the 
individualistic and even Kulak psychology, and, consequently, 
there still remained elements of class struggle in the collectives. 
“Tt would be a mistake to think,” said Stalin, “that the members 
of the kolkhozy had already become converted to socialism.” He 
thought that this was a long task, but that it could be speeded up 
by the mechanization of farming. Stalin criticized, therefore, the 
tendency on the part of some people to minimize the importance 

3 Proceedings of the Conference of Marxian Agricultural Economists (Con- 


ferenciia Marxistov-agrarnikov), Moscow, 1930. The speech was reprinted also 
in Stalin’s Questions of Leninism. 
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of the kolkhoz “as a lever of the socialist transformation of the 
village.” 

But what about the Kulaki? Here Stalin announced a transi- 
tion from a policy designed merely to limit “‘the exploitation tend- 
encies of the Kulaki” to a policy aiming at the “liquidation of 
the Kulaki as a class,” involving the so-called “raskulachivanie,” 
or complete rooting out of the Kulaki. This process was looked 
upon as part and parcel of the collectivization movement in the 
regions of mass collectivization. It was held by Stalin that this 
could not have been done earlier in view of the important part 
played by the Kulaki in the commercial production of grain, but 
that it became feasible with the growth of collective and state 
farms which were considered capable of replacing the production 
of the Kulaki. The Kulaki, no longer needed, could be dispensed 
with without any qualm. “When the head is taken off,” said Sta- 
lin, quoting a Russian adage, “there is no use crying about the 
hair.” 

Wholesale collectivization and “liquidation of the Kulaki as a 
class” were made the official objectives of the Soviet policy by a 
decree of the Central Committee of the Bolshevist party, shortly 
after Stalin’s speech,‘ and they were steadfastly pursued by the 
Soviet government to their consummation. It was considered 
that collectivization could, in the main, be completed in the most 
important surplus grain regions in the autumn of 1930 or, at the 
latest, in the spring of 1931; and, in the case of other grain regions, 
in the autumn of 1931 or in the spring of 1932. The Kulaki were 
not to be admitted into the collectives. The “artel” was officially 
recognized as the appropriate type of kolkhoz at this stage of col- 
lectivization instead of the “toz.’’ Noteworthy was the warning 
against any attempt to retard the collective movement because 
of the lack of tractors and other modern machinery. 

Other legislation in a similar vein followed in rapid sequence. 
A decree of the Central Executive Committee and of the Council 


‘The decree of the Central Committee of the Communist Party, January s, 
1930, “Concerning the Tempo of Collectivization and Assistance of the State in the 
Organization of Kolkhozy,” collection of decrees dealing with agriculture, entitled 
Vashneishie Resheniia po Selskomy Khozaistvy (2d ed.; 1935). 
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of Peoples Commissars of the U.S.S.R., dated February 1, 1930, 
revoked the law permitting the renting of land by individual 
peasant farmers and the employment of hired labor in regions of 
collectivization. The authorities of the different regions and au- 
tonomous republics were empowered to use “‘all necessary meas- 
ures for the struggle with the Kulaki’”’ up to complete confiscation 
of their property and deportation. The confiscated property of 
the Kulaki was to be transferred to the kolkhozy, except such 
amounts as were due to the state. 

The local authorities thus had a carte blanche to proceed with 
collectivization as rapidly as possible and to deal severely with 
recalcitrant elements. Over five millions of the peasant popula- 
tion labeled as Kulaki were uprooted, their property confiscated, 
and many of them deported to remote regions.’ The Soviet press 
during the first two months of 1930 was filled with stories of glow- 
ing success on the collectivization front. Suddenly on March 2, 
1930, there was published in the Soviet press the famous article 
by Stalin entitled “Dizziness from Success,’ in which the local 
party and Soviet authorities were taken to task for pushing col- 
lectivization too fast and too far, for dragooning the peasants into 
kolkhozy and extending collective farming into regions which 
were not ripe for collectivization, and for skipping over the “artel’’ 
type of collective farming in favor of the full-fledged “commune.”’ 

Stalin’s caustic attack attributed the errors in the process of 
collectivization to the dizziness resulting from the easy successes 
on the part of Soviet and party administrators. The latter, how- 
ever, pursuing what they believed to be the party line, tried to 
establish a record of collectivization in their districts. Stalin’s ar- 
ticle was followed on March 15, 1930, by similar criticism in a 
decree issued by the Central Committee of the Communist party, 
entitled “Concerning the Struggle with the Deviations of the 
Party Line in the Collective Movement.”’ Another article of Sta- 

Ss According to A. Gayster, the vice-commissar of agriculture of the U.S.S.R., 
the Kulak population declined between 1928 and 1931 from 5,400,000 to 1,600,000. 
Quoted by W. Ladejinsky, ‘Collectivization of Agriculture in the Soviet Union,” 
Political Science Quarterly, March, 1934. The official Soviet agricultural yearbook, 


Selskoe Khozaistvo S.S.S.R. Ezhegodnik, 1935, gives the number of Kulaki in 1928 as 
5,618,000 and on January 1, 1934, aS 149,000. 
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lin’s on the same subject, entitled “The Reply to Comrades— 
Collective Farmers,’ appeared on April 3. The Soviet press be- 
came filled with reports dealing with various malpractices in con- 
nection with collectivization. 

The attempt at organizing communes to collectivize all proper- 
ty of the peasants, including even domestic utensils and clothing, 
provoked the greatest discontent and resistance on the part of the 
peasants.® This tendency toward complete collectivization was 
coupled with what the Russians called “gigantomania”—forma- 
tion of huge and unwieldy units. A good example was the case in 
the Ural region where, within a period of ten days, five thousand 
families, most of whom even then belonged to various “‘artels”’ 
and “‘tozy,” were forced into a single commune already consisting 
of four thousand families.’ 

The official attack on the methods pursued in collectivization 
and the new emphasis on the voluntary nature of the kolkhozy 
was undoubtedly prompted by a serious unrest among the 
peasantry, which endangered the 1930 spring sowing campaign. 
As permission was given to the peasants to leave the kolkhozy 
into which they were forced against their will, an exodus on a 
large scale took place. Its extent may be gauged from the fact 
that a region, like the Central Black Soil (which, incidentally, was 
not supposed to be in the first group of collectivized regions) re- 
ported 82 per cent of the peasant households collectivized in 
March and only 18 per cent in May, 1930. Similar contrasts were 
characteristic of many other regions. For the country as a whole, 
less than a fourth of the peasant households were in collective 
farms in May, 1930, whereas in February a half were reported col- 
lectivized. The extent to which the rapid wholesale collectiviza- 
tion in the winter of 1929-30 had been forced on peasants, and 
often achieved merely on paper, is well revealed by these figures. 
Such a state of affairs was entirely contrary to the precepts of 
Lenin, who was never tired of repeating that the peasant must be 


°F. Zylko, “The Basic Landmarks of the Coliective Movement of 1929-30,” Na 
Agrarnom Fronte, No. 5, 1930. 


TP id. 
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convinced of the advantages of collective agriculture by concrete 
example and not by force, or by ordering from above.* 

Serious as was the setback suffered by collectivization in the 
spring of 1930, there were still, in June, 1930, nearly 86,000 collec- 
tives as against 57,000 a year earlier, and the number of peasant 
households in the kolkhozy was six times as large. Even more im- 
pressive was the growth of the collective acreage, the share of 
which in the total crop area increased from 3.5 per cent in 1929 to 
30 per cent in 1930. The kolkhozy also became more collectivist 
in character, since the “artel’’ form, adopted in three-fourths of 
the collectives, had replaced the loose “toz”’ as the predominant 
type of collective farm organization. 

Thus, as a result of the collectivization drive of 1929-30, collec- 
tive farming had gained a firm foothold in Russian agriculture. 
The collectivization policy was early proclaimed a huge success. 
The resolution of the Sixteenth Party Congress held in the sum- 
mer of 1930, for instance, claimed that the solution of the “‘funda- 
mental and most difficult problem of agriculture—the grain 
problem”—had been achieved. Highly favorable weather condi- 
tions in 1930, which helped to produce a bumper crop and made 
possible resumption of grain exports, lent color to the official 
optimism. 

The campaign for collectivization was resumed in the autumn 
of 1930, and by the middle of 1931 the number of kolkhozy in- 
creased to 211,000, as compared with 86,000 a year earlier, and 
included nearly 53 per cent of all the peasant households. In the 
principal grain-producing regions from 60 to 80 per cent of the 
peasant households were collectivized. Collective farms ac- 
counted for 58 per cent of the total crop acreage and for over 63 
per cent of the grain area. A significant change also occurred in 
the size of a kolkhoz. From a relatively small farm, usually of 
something over one hundred acres of sown area in 1927-28, it 
increased to over nine hundred acres in 1931. In such important 
grain-surplus-producing regions as North Caucasus or Lower 
Volga kolkhozy averaged four to six thousand acres. 


§ See, for instance, his speech at the Eighth Congress of the Communist Party, 
March 23, 1919 (Lenin’s Collected Works, Vol. XXIV [3d. ed.]}). 
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The Sixth Congress of the Soviets of the U.S.S.R. (the former 
official parliament of the Soviet Union), which assembled in 
March, 1931, in reviewing the results of collectivization, de- 
clared: ‘We have surmounted the grain crisis; we have conquered 
famine.” To those peasants who, though eligible, had not entered 
the kolkhozy the government addressed the crucial question: 
“Are you for or against the kolkhozy?” Only those poor and 

TABLE 1 
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* From official Soviet sources. 
t Data as of June 1—July 1, except as noted. 
t Data as of April 1. 


“middle-class” peasants who supported the collective movement 
and helped to fight the Kulaki were to be considered henceforth 
the allies of the Soviet state. 


THE CRITICAL PERIOD 


So far we have dealt only with what may be termed the external 
aspects of collectivization, in which astonishing achievements 
were recorded. But from the standpoint of the internal organiza- 
tion and working of the new collective system the picture was far 
from bright, although for a time the very tempo of collectiviza- 
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tion, coupled with good crops in 1930 and rapid acreage expan- 
sion, concealed the seriousness of the situation. 

Behind the favorable facade, the new collective agriculture was 
beset by grave problems. It could hardly be otherwise when one 
considers the lightning speed of collectivization and the bitter 
struggle which it provoked in the village. Those who have read 
the novel, Broken Earth, by the Soviet writer Michael Sholochov, 
depicting the collectivization of a Don Kossack village, will appre- 


TABLE 2 


LIVESTOCK NUMBERS IN U.S.S.R., 1916, 1922 
AND 1928 TO 1936* 
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ciate better, in spite of a certain tendentiousness of the writing, 
the great upheaval wrought in the Russian countryside. 

Statistically, this upheaval has been, perhaps, best recorded in 
the catastrophic decline of livestock numbers during the first year 
of collectivization, canceling the whole laborious process of re- 
construction of the Russian animal husbandry during the Nep 
period after the crisis of the revolutionary era. The situation had 
all the earmarks of a veritable “‘flight from the livestock,” the 
most important element of the farmers mobile capital. Here was 
the beginning of a new, serious livestock crisis. 

Turning to the human factor, when thousands of the best 
farmers are, in one way or another, suddenly driven out from 
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agriculture, such a depletion of human resources is bound to have 
a detrimental effect on productive efficiency. Moreover, the need 
for managerial ability greatly increased in Russian agriculture. 
With collectivization, farm management became a much more 
complicated affair, as the former Commissar of Agriculture 
Yakovlev attested early in 1930: 

In a farm of 4 desiatines [equivalent to about 11 acres] the peasant knew 
well when to plow, when to sow, when to fix things But how to organize 
the work in a kolkhoz of 2,000; 5,000; 10,000 members? Here everything 
must be based on a precise division of labor to avoid confusion, so that every- 
one should know what work he is going to do, how he will do it and how 
much he will receive for it.° 


The psychology of the peasant was also undergoing a change. 
Finding himself suddenly thrust from the familiar lot of an inde- 
pendent small farmer into an entirely unfamiliar scheme of organ- 
ization, the peasant obviously did not have the same attitude to- 
ward work and collectivized property that he had on his own farm. 
The natural result of such an altered attitude, reinforced by poor 
management, was soldiering on the job, a large number of ad- 
ministrative and other unproductive jobs, poor field work, and 
unsatisfactory care of animals, with the resulting low yields of 
crops and high mortality and poor condition of livestock. A high 
Soviet official complained in 1933 that once the peasant cedes his 
horse to the kolkhoz he ceases to consider it as his own and to take 
proper care of it.’ Another Bolshevik official lamented the fact 
that the peasants who, under an individualistic system, con- 
sidered it a “‘sin’”’ and a “‘crime”’ to steal, “do not give a hang” for 
collective property and theft had become a common phenome- 
non.” 

On the other hand, Soviet publications also severely criticized 
from time to time the high-handed attitude assumed by certain 

* Collection of speeches of Ya. A. Yakovlev, entitled Voprosy Organizacii Socialis- 
ticheskogo Selskogo Khozaistva (“Questions of the Organization of Socialist Agri- 
culture”), (1933), p. 262. 

*e The concluding remarks of V. M. Molotov, chairman of the Council of People’s 
Commissars of U.S.S.R., at the third session of the Central Executive Committee of 
the U.S.S.R. (reported in Ekonomicheskaia Zhizn, January 29, 1933). 

" B. Sheboldaev, in Socialisticheskoe Pereustroisivo, No. 6, 1932. 





618 LAZAR VOLIN 


government and party officials toward property of the kolkhozy, 
which, to say the least, could hardly inspire respect for collective 
property on the part of the peasants. To take a relatively mild 
example, a district agricultural office received money for purchase 
of horses from a group of collective farms, but distributed the pur- 
chased horses in other collective farms and administrative insti- 
tutions which did not pay for them. “This one fact, selected from 
hundreds of similar facts in other districts, shows the ‘careless 
attitude’ of many agricultural officials towards the money of the 
kolkhozy.””” 

There was considerable complaint about the poor working 
discipline in the kolkhozy. Commissar Yakovlev stated at the 
Sixth Congress of Soviets, in March, 1931, that even at the peak 
periods of farm work, when every worker counts, only one-third 
to two-thirds of the working force in collectives were actually 
working in the fields. 

The situation was aggravated by a severe shortage of draft 
power. This was a problem which has always been the Achilles’ 
heel of Russian agriculture. Even during the Nep period, over 
30 per cent of peasant households in the principal grain regions, 
according to a sample census of 1927, lacked draft animals." It 
was this condition, among other things, that collectivization was 
supposed to have remedied. But with the slaughter of livestock 
by the peasants during the collectivization campaign and indiffer- 
ent or poor care of the animals in the kolkhozy, as well as a 
shortage of feed, the number of horses declined continuously dur- 
ing the years of collectivization and, in 1932, was 43 per cent 
below that of 1929. This reduction was only partly offset by the 
increase in the number of tractors, concerning which more will 
be said later. 

Late sowings, abundant growth of weeds, and delayed and in- 
efficient harvesting with resulting large crop losses, were an 
inevitable consequence of the conditions prevailing in 1931 and 


2 1. G. Naumchik, “The Strengthening of the Financial Power of the Kolkhozy,” 
Socialisticheskaia Rekonstrukciia, Selskogo Khozaisiva, No. 8, 1935. 

8K. Vorobiev, “The Basic Socio-economic Features of Peasant Farming by 
Regions of the U.S.S.R.,” Statisticheskoe Obosrenie, No. 4, 19209. 
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1932 in Russian agriculture. Moreover, the weather, which in 
1930 was highly favorable to the new collective agriculture, was 
less auspicious during the next two years, particularly during 
1931, when a severe drought visited large areas in the eastern and 
southeastern parts of the Union, where it is a frequent occurrence. 

The aggregate grain acreage, which was increasing rapidly dur- 
ing the first two years of collectivization—a fact used as chief 
evidence of the success of collective agriculture—decreased from 
the peak figure of 258,000,000 acres in 1931 to 246,000,000 acres in 
1932. Yields were low and short grain crops of only about 77,000,- 
ooo short tons were produced in 1931 and 1932, or less than the 
small crops in the precollectivization years of 1928 and 1929, when 
the grain crisis—one of the principal causes of collectivization— 
developed. 

The demands of the government for grain from the peasants 
did not, however, abate with the smaller crops. The procure- 
ments in 1931 reached 25,200,000 short tons of grain and were 
actually 3 per cent above the large 1930 procurements. Such 
heavy procurements, in the face of a small crop, caused a serious 
food shortage in the rural areas. This fact led to a further weaken- 
ing of the incentive to work on the part of the peasants in the 
kolkhozy, who preferred to concentrate on cultivating the little 
patches of land in the farmstead or to leave the village entirely. 
By 1932 the government found increasing difficulty in procuring, 
or what might more correctly be termed “requisitioning,” large 
quantities of grain. Procurements in that year fell below the high 
figures of the preceding two years and amounted to 20,700,000 
short tons. Relative to the crop, however, it was still the largest 
quantity taken by the state (27 per cent), except in 1931, when it 
constituted one-third of the crop. The procurement difficulties, 
however, were officially attributed to the hostile machinations of 
the class enemy, the remnants of the Kulaki, and to mistakes in 
planning of procurements by the government officials in charge, 
who were being spurred on to produce better results and who, in 
turn, exerted pressure on the peasants. 

The struggle for grain, therefore, continued under the new col- 
lective system. Meanwhile, the food shortage, which was already 
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serious in 1931 and the first half of 1932, turned into a veritable 
famine in the winter of 1932-33 and the spring of 1933, taking a 
heavy toll of human life. Thus the grain crisis, which threatened 
the cities with starvation in 1928-29 and which was supposed 
to have been surmounted with collectivization of agriculture, 
reached its tragic peak of famine in 1932-33 in the rural areas of 
some of the most fertile regions of the U.S.S.R. 

The early years of collectivization witnessed the expansion not 
only of the area under grains, but also of that under the more 
intensive or so-called “technical’’ or “industrial crops,”’ such as 
sugar beets, flax, cotton, etc. The combined acreage of these crops 
increased from nearly 22,000,000 acres in 1929 to about 37,000,000 
acres in 1932, exceeding the goal set by the five-year plan by 
10,000,000 acres. The share of these crops in the total crop area 
increased from 7.5 per cent in 1929 to 11.1 per cent in 1932. 

Inasmuch as it was always considered that the country suffered 
from agrarian overpopulation, this shift toward technical crops, 
which began during the Nep and involved increased intensifica- 
tion of Russian agriculture, must be viewed as a progressive de- 
velopment. It was, moreover, in harmony with the idea of collec- 
tivization, which should have released a considerable surplus of 
labor if it had brought about increased efficiency and rationaliza- 
tion of agriculture. But with the unsatisfactory working condi- 
tions prevailing in the kolkhozy and the shortage of draft power, 
it was impossible to give to these intensive crops the care that 
they required, with the result that yields per acre were very low. 
While the acreage devoted to such crops increased between 1929 
and 1935 by nearly 70 per cent, the volume of production (meas- 
ured in 1926-27 prices) increased less than 25 per cent. Faced 
with the grain crisis and the low yields of the technical crops, the 
Soviet government decided, by a decree of September 29, 1932, to 
stop the expansion of acreage under nongrain crops and to con- 
centrate on the improvement of the low yields of all crops. 

As previously intimated, the Soviet Union was passing through 
a severe crisis not only in crop production but also in animal 
husbandry. The latter was adversely affected by the unsatisfac- 
tory conditions prevailing in the new farm units and a shortage of 
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feeds. As a result of the continuous downward movement in live- 
stock numbers (Table 2), which caused grave concern to the 
Soviet government and was the subject of numerous official 
pronouncements and exhortations, livestock population in 1933 
was smaller than in 1922, the lowest point of the previous severe 
decline coinciding with the years of the revolution, civil war, and 
famine. 


BOLSTERING UP THE KOLKHOZY 


The experience of the early years of collectivization demon- 
strated that it was easier to bring the peasants into kolkhozy than 
to make the latter efficient producing units. Speaking in Septem- 
ber, 1931, and in a different vein from that of the previous year, 
Commissar Yakovlev likened the new farm units to houses in the 
process of construction—externally they seem to be ready, but on 
entering inside one notices that they lack floors and ceilings. This 
simile reveals, perhaps better than anything else, how much re- 
mained to be done to complete the new edifice of collective farm- 
ing so as to make it a going concern. 

As the weak points of the new collective system of agriculture 
were becoming more apparent, the problem of “‘the organizational 
and economic strengthening of the kolkhozy” gained in impor- 
tance over mere extension of collectivization. This was the leit- 
motif of a number of official pronouncements, such as the decree 
of the Central Committee of the Communist party of August 2, 
1931, and of February 4, 1932 (“Concerning the Current Meas- 
ures for Organizational and Economic Strengthening of the 
Kolkhozy’’) and the decree of the Central Executive Committee 
of the U.S.S.R. of January 30, 1933 (“Concerning the Strength- 
ening of the Kolkhozy’’). 

The campaign for liquidation of the Kulaki demonstrated that 
the Bolsheviks were not reluctant to use force without stint to 
achieve their ends. They likewise resorted to force to overcome 
the resistance, mostly passive, but sometimes taking the form of 
active sabotage, of the peasants in the kolkhozy. Vigorous meas- 
ures were taken to combat offenses against collective property. 
The famous law of August 7, 1932 (dealing with the protection of 
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the property of state institutions, kolkhozy, and co-operatives), 
provided capital punishment or ten years’ imprisonment in a 
concentration camp for offenses against property of the collec- 
tives. The severity of the sentences meted out in accordance with 
the law of August 7, 1932, for “theft” of grain ears remaining in 
the fields after harvest, or for stealing of a few kilograms of 
vegetables by a mother of a large family, etc., is indicated by the 
Soviet prosecutor, A. Vishinskii, in the pages of the /zvestiia for 
August 6, 1937. Thes- excesses are now attributed, in accordance 
with well-known recent custom, to an effort to “discredit” the 
law on the part of the “Trotskyist-BukhariniSt apostates,” etc. 
No doubt the food shortage which developed in the early thirties 
led to rather widespread theft of grain, even grain in the fields, 
by the so-called “‘barbers,”’ who would cut off the ears of grains. 
This required an elaborate system of protection of the fields, a 
task for which children were recruited in numerous cases. 

A decree of January 30, 1933, extended the application of the 
law of August 7, 1932, to frauds in connection with accounting in 
the kolkhozy and to the acts of wrecking or sabotage, which, of 
course, are broadly interpreted in the Soviet Union. The same 
decree introduced a rule that a member of the kolkhoz who refused 
to perform, without weighty reasons, any task assigned to him 
would be subject to a fine by the executive board of the kolkhoz, 
and, in case of a repeated refusal, might be expelled from the 
kolkhoz. Where the resistance of the collective farmers was par- 
ticularly strong, as in some sections of North Caucasus inhabited 
by the Kossacks, especially severe repressive measures were taken 
by the government, including mass deportation of the recalcitrant 
or discontented elements." 

In line with the same tendency is the doctrine of a rather 
thoroughgoing control of the collectives by the government. 
Stalin, in a well-known speech on “The Work in the Village”’ in 
January, 1933, pointed out that some Bolsheviks do not realize 
that, once collectivization is achieved, this fact should increase 


4 See Sheboldaev, op. cit.; also a decree of the Council of People’s Commissars 
of the U.S.S.R. and of the Central Committee of the Communist Party, “Concern- 
ing Measures of Organization of Spring Sowings in North Caucasus,” of January 23, 
1933 (Socialisticheskoe Zemledelie, January 24, 1933). 
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rather than decrease the responsibility of the party and the 
government for the condition of agriculture. While individual 
farming prevailed, the party could confine its intervention, ac- 
cording to Stalin, to separate acts of assistance and advice, since 
the individual peasant farmer could be relied upon to attend to 
his own affairs, such as sowing, harvesting, etc., if he did not want 
to starve. With the transition to collective farming, however, this 
responsibility rests not so much on the individual member as on 
the management of the kolkhoz. Moreover, since the kolkhoz is a 
large farm unit, it cannot be managed without a plan. Hence, 
collective agriculture must be supplied with a plan. All this re- 
quires, according to Stalin, systematic intervention and assistance 
on the part of the Soviet government to collectivized agriculture. 
In accord with this policy there were created in the winter of 
1933 so-called “political departments” of the machine-tractor 
stations and state farms, staffed by trusted party members. The 
political departments, or the “politodeli” (singular, “politodel’’) 
were intrusted with sweeping powers and wide functions. They 
were to serve, in the words of the decree of the Central Committee 
of the Communist Party of January 11, 1933, which established 
these institutions, as ““A Party eye and control in all branches of 
the work and life of the machine-tractor stations and state farms 
and of the kolkhozy served by the machine-tractor stations.” 
One of the primary functions of the “politodeli’’ was to secure 
the observance of what Stalin called the first commandment—the 
fulfilment by the kolkhozy and their members of all their obliga- 
tions to the state. The political departments were to combat all 
forms of sabotage, wrecking, and theft of the collective property 
and to secure the proper enforcement of the Soviet penal laws. 
They were also to check up on the dependability, from the Soviet 
standpoint, of the membership of the collectives and the various 
party and government local officials, many of whom were purged. 
In 1933, over 18,000 party members were mobilized to work in the 
political departments, and of these 58 per cent were factory work- 
ers." That the “politodeli” used their wide powers quite fully is 


*s Reported by L. M. Kaganovich at the Seventeenth Party Congress (Pravda, 
February 12, 1934). 
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attested by the reports of those who served on their staff." 
Created as emergency organizations to combat the crisis in the 
village, the “politodeli” were combined at the end of 1934 with the 
general rural organs of the party, which were reorganized at the 
time. 

Another important instrument of Soviet control of agriculture 
is the ‘‘plan.”’ Plans in the U.S.S.R., as one Soviet writer put it 
are not “forecasting plans but directing plans of the proletarian 
state, of the Party, mandatory for all.”*? Soviet plans have often 
been likened to engineering blueprints and, certainly, from the 
standpoint of attention to detail, if for no other reason, this com- 
parison has merit. Agricultural planning in the U.S.S.R. had 
gradually become more detailed and more extensive, embracing 
not only crop production and procurements but animal husbandry 
as well. The plan for spring sowings in 1937, for instance, pro- 
vides for the acreage to be sown in the spring of 1937, by indi- 
vidual crops, regions, and types of farms. These total acreage 
figures issued for large regions, such as the Moscow region, Lenin- 
grad region, etc., must be distributed by regional authorities, 
within specified dates, among the smaller subdivisions, down to 
the individual kolkhoz. 

Many other questions in addition to acreage, such as the dates 
for sowings, the preparation of soil, seed and fertilizer, supplies, 
etc., are treated by the plan. In the case of harvesting, repair of 
tractors, and various other aspects of farming, there are likewise 
centrally determined and detailed plans. If it is desired to intro- 
duce some new practice, such as shallow plowing of the stubble 
after harvest in order to conserve moisture and eliminate weeds, 
a special plan is formulated. 

Detailed planning of yields has also been attempted in recent 
years. In general, however, experience has demonstrated that it 
is much easier to execute the plan for acreage than the plan of 


© P. Fileev, Zapiski Nachalnika Politodela (““Memoirs of a Chief of Politodel’’), 
(1934); A. Krimskii, “‘Politodeli in the Machine-Tractor Stations: the First Stage 
of Work,” Socialisticheskoe Zemledelie, February 27, 1933. 


17 M. Shirman, “State Planning of Farm Practices (Agrotechnique) and Yields,’’ 
Problemy Ekonomiki, No. 1, 1937. 
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yields. The actual yields obtained have usually been below the 
figures of the plan. The yields depend not only on the number of 
acres seeded but also on the quality of cultivation and the 
weather. The quality of cultivation often fell short of what is re- 
quired by good farming practice, and this fact was largely respon- 
sible for the introduction of many of the detailed regulations of 
the plan. The weather, too, so far has eluded the control of the 
planners. The experience of 1936, when the drive for higher yields 
was supposed to have been intensified in accordance with Stalin’s 
program of greatly expanded grain production, illustrates well 
what the elements can do to a plan. A devastating drought that 
year brought a crop failure not only to many regions of the semi- 
arid zone where it is a normally recurrent phenomenon, but also 
to the north-central regions which normally are apt to suffer, if 
anything, from an excess of moisture. 

The detailed centralized planning of agriculture as practiced in 
the Soviet Union, whatever its merits, has developed the serious 
drawback of greatly hampering the initiative of the farmers them- 
selves, to the detriment of efficient farm operations. As the well- 
known Russian agronomist, Professor N. M. Tulaikov, writes: 

It is impossible to give directions according to the once-established pre- 
scription to a kolkhoz “‘Road to Socialism,” how and when to tend the fal- 
low, when to begin and when to end the sowing of spring or winter crops, 
etc., in order to obtain large yields. Even from the most responsible insti- 
tutions in Moscow such directions can be given only in case the person who 
gives the advice knows personally and very well all the conditions under 
which the kolkhoz “Road to Socialism” operates.” 

A good illustration supporting this thesis was provided by the 
sowing campaign in the spring of 1937 in the Omsk region of 
western Siberia, where sowings were delayed by local officials 
because of the wetness of the ground. The chairman of one of the 
kolkhozy stated that the soil on their farm had dried up, but, 
nevertheless, the officials prohibited sowings. Some of the collec- 
tive farms which disregarded the official ban were reported as 
proceeding quite successfully with sowings.”® 


'S Osnovi Postroeniia Agro-techniki Socialisticheskogo Zemledeliia (“The Founda- 
tions of Farm Technique of Socialist Agriculture’’), (1936), p. 68. 


‘®“Raskachka Prodolghaetsia,” Socialisticheskoe Zemledelie, May 15, 1937. 
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The excessive reliance on the pian is especially detrimental 
when the planning work is poor. For instance, an article entitled 
“Orenburg Regional Agricultural Department Is Loafing,” pub- 
lished in the official paper, Socialisticheskoe Zemledelie for April 9, 
1937, pointed out, among other defects, the absence of production 
plans in the kolkhozy. In a number of districts, on the eve of 
spring sowings, “the collective farmers do not know what work 
they will perform; whether they will sow or work in the tractor 
brigades.”’ With centralized planning, smooth working of well- 
laid plans is essential, as even a partial failure or delay may en- 
danger the whole structure. 

With regard to the general objectives of agriculturai, as of all 
economic planning in the U.S.S.R., it may be noted that the cen- 
tral aim has been a general increase in output. In this respect, it 
bears some resemblance to the economic control exercised in 
capitalistic countries during the World War. Still, the task of al- 
locating limited resources to competing uses may involve expan- 
sion in the case of one product at the expense of a local contraction 
in the case of another. Cotton-growing, for instance, was in- 
creased on the irrigated land in Turkestan at the expense of 
cereals. It should be also borne in mind that all planning in the 
U.S.S.R. takes place under conditions of a rigidly controlled con- 
tact with the world-economy through a state monopoly of foreign 
trade and foreign exchange, assisted by a “managed” currency 
which insures a sufficient degree of national insulation. 

The Soviet government, however, does not rely merely on force 
or the regimentation of the national plan in dealing with collective 
farming. It realizes that, in order to obtain best results from peas- 
ants in the kolkhozy, attention must also be paid to economic in- 
centives. For, as a prominent Bolshevik official in Ukraine has said: 

The peasant enters the kolkhoz not at all in order to please us [Bolsheviks]. 
. .. . He joins the kolkhoz not only because he wants to carry out as speedily 
as possible our resolutions and decrees; there is needed also the spur of a 
material interest.” 

This was recognized by Soviet leadership quite early, as can be 
seen from the declaration of the Sixth Soviet Congress in the 


2° M. Khataevich, “The Objectives of the Bolsheviks of Ukraine in the Struggle 
for Grain,” Socialisticheskoe Zemledelie, November 16, 1932. 
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spring of 1931 with regard to collective farms, that “He who 
works more and better receives more; he who does not work 
receives nothing.”’ Stalin also apparently had this point in mind 
when he stated that the aim of Soviet policy should be to make 
all collective farmers prosperous.” 

It was the recognition of the importance of economic incentives 
that was responsible for the attention early given to the methods 
of remuneration in the kolkhozy. The tendency in many of the 
kolkhozy was at first to adhere to a more or less equal distribution 
of income, most often a division according to the number of 
“souls.” This was the simplest conception of socialism, readily 
understood by the peasants with their tradition of equal distribu- 
tion of land under the system of communal land tenure prevailing 
over a large part of Soviet Russia prior to collectivization. To 
such equalization, however, the Kremlin was squarely opposed, 
as the resolution of the Sixth Soviet Congress, quoted previously, 
and numerous other prior and subsequent pronouncements attest. 

“Uravnilovka,”* as such an egalitarian system of distribution 
was contemptuously termed, was declared to be non-Marxian and 
anti-Leninist. Quotations from Marx, Engels, and Lenin are usu- 
ally cited to prove that in a socialist state distribution must follow 
the principle “from each according to ability, to each according 
to work performed’’; while it is only in the “higher” stage of pure 
communism that the distributive principle is to be “from each 
according to ability, to each according to need.”’ An equalization 
of income, therefore, regardless of work, as practiced by the 
kolkhozy, was declared a reactionary petit-bourgeois survival to 
be stamped out as injurious to efficient functioning of collective 
farming.*? The Bolsheviks, consequently, declared war on “urav- 
nilovka,’’ which appears to have been strongly rooted among the 
masses of collectivized peasantry. 

The system of remuneration in the kolkhozy favored by the 
government was that based on results, quantitative as well as 


* Speech at the First Congress of “Shock” Collective Farmers (reported in So- 
cialisticheskoe Zemledelie, February 23, 1933). 

* Meaning “equalization” or “leveling” in a derogatory sense. 

*3 See Stalin’s report to the Seventeenth Party Congress (Pravda, January 28, 
1934). 
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qualitative; or, in fact, a sort of a piece-work system which has 
been long familiar in the industries of capitalist countries, where 
it is usually not looked upon with favor by trade-unions. There 
was, of course, a good practical reason for the stress laid on such 
a differential system of payment. For experience demonstrated 
that the peasants actually worked harder under a system of this 
nature than when the income was distributed equally, irrespective 
of the character and amount of work done. 

The members of the kolkhozy are paid partly in cash and 
partly in kind, although so far the payment in kind has greatly 
predominated. To facilitate distribution, so-called “labor days” 
were evolved as units of account in which all work performed by 
each member in a kolkhoz (men, women, and children) is first 
recorded. The valuation of a standard task in terms of “labor 
days,” however, varies as between skilled and unskilled labor.** 
The income is distributed on the basis of “labor days” earned. 

The great variation in the number of “labor days,” and conse- 
quently of income earned under this system by members of the 
same kolkhoz, is significant. Thus in a kolkhoz “Krasnyi Pakhar” 


(red plowman) of the Kirsanovsk district in the former Tambov 
province of central Russia, the average number of “labor days” 
earned by one working member in 1935 was 219. Several mem- 
bers, however, earned from 712 to 881 “labor days,”’ and one even 


24 By the decree of the Comissariat of Agriculture of the U.S.S.R. of February 28, 
1933, there were established seven categories of labor in collective farms, which 
ranged from the least skilled, such as that of a guard, messenger, or charwoman in 
the lowest group, to that of a tractor driver, combine operator, machinist, or the 
chairman of a large kolkhoz in the highest. While the performance of the daily 
standard task in the highest group is worth two “labor days,” in the lowest group it 
is one-half of a “labor day.”’ Provision is, moreover, made for an increase or de- 
crease of the number of “labor days” earned, depending upon quality of work of a 
whole brigade or gang into which kolkhozy are divided. At the end of the year the 
net cash income from the sale by the kolkhoz of its products to the government or 
outsiders, and also the net income in kind which is to be distributed among the 
members, are divided into the total number of “labor days” earned by members and, 
in this manner, the real value of a “labor day” in cash and in kind is established. 
To illustrate, in a kolkhoz in the Odessa region (composed of German colonists and 
apparently a kolkhoz of the better type) visited by the writer, 126 working members, 
including 69 women, earned in 1934 a total of 27,000 “labor days.” Each “labor 
day” was worth 1.5 rubles, 8 kilos (17.6 pounds) of grain, 5 kilos (11 pounds) of 
grapes, and 8 kilos (17.6 pounds) of potatoes and vegetables. 
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earned 1,171 “labor days.’’ While, therefore, the average income, 
in cash and in kind, of a member of this collective was estimated 
in money terms at 2,001.66 rubles, much higher incomes, exceed- 
ing in one case even 10,000 rubles, were earned by some mem- 
bers.**> This inequality had its counterpart in the considerable va- 
riation of the average income in different kolkhozy of the same 
region. In Crimea, for instance, a region of intensive agriculture 
with considerable cash farm income, the average income distrib- 
uted per household in 1935 was 906 rubles. One kolkhoz, how- 
ever, distributed 2,684 rubles, and another 3,119 rubles.** Numer- 
ous examples of a similar nature are cited in Soviet publications. 
Differences in conditions under which the kolkhozy work, in 
technical equipment, etc., are in part responsible for this situa- 
tion.?7 But the general consensus of opinion of Soviet investiga- 
tors seems to be that the major cause of the diversity of income is 
the varying degree to which the kolkhozy have mastered the 
technique of farming and are striving for high yields. 

The prevailing “artel” form of collective farming is theoretical- 
ly not a thoroughgoing collective, and it is considered legitimate 
for members of the “artel’’ to retain some individualistic inter- 


ests, not only as consumers but also as producers. It is because, 
as Stalin said at the Seventeenth Party Congress in January, 
1934, the “artel’’ combines and adjusts best the personal interests 
of the individual members and those of the kolkhoz as a whole 
that it is considered the most appropriate form of collective farm- 
ing at the present time. In practical terms, this means that the 
peasant family joining the kolkhoz can continue on a modest 


*s M. Azarin, “Distribution under Socialism and the ‘Labor Day’ in a Kolkhoz,” 
Problemy Ekonomiki, No. 4, 1936. 

#6 N. Chmelevskii, “The Income of Collective Farmers in 1935,” Plan, No. 21, 
1936. 

77 Excessive administrative and capital expenditures in the kolkhozy, it was 
officially acknowledged, diminished considerably in many cases the income avail- 
able for distribution among its members. See the report of Ya. A. Yakovlev at the 
Second Congress of “Shock” Collective Farmers (Pravda, February 12, 1935); also 
I. Naumchik, op. cit. A survey of the collective farms of the Kirsanovsk district, 
mentioned previously, revealed the fact that capital expenditures, which constituted 
16 per cent of the cash income of the kolkhozy in 1932, increased to 46 per cent in 
1934; and only in 1935, after a limit of 20 per cent was officially set, had they de- 
creased to 23 per cent. 
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scale some subsidiary farming of its own on the farmstead plot it 
retains, and can also keep a few animals and poultry. 

Such is the “acre and a cow” policy in theory. In practice it 
did not always work out during the early years of collectivization, 
especially with respect to livestock. In 1933, the government be- 
gan to take measures to assist the peasants in the kolkhozy who 
had no cattle in individual possession (whose cattle might have 
been collectivized) to acquire young cattle on liberal terms. Still, 
in the summer of 1935 more than a fourth of the peasant house- 
holds in collective farms had no cattle in individual possession. 
As regards individual plots, some collective farmers had none. Of 
those who had such plots, it was often complained by Soviet 
officials that they devoted a disproportionate amount of time to 
their own individual, as distinguished from collective, farming. 

In collective farming as in other branches of Soviet economic 
life, stress, in general, has been increasingly laid on the principle 
of individual responsibility as opposed to what has become known 
as “obezlichka”’ or lack of personal responsibility. Effort, how- 
ever, has been made to combine individual responsibility with 
the group principle of work organization, and the working group 
has tended to become smaller in size. The working membership 
of the kolkhoz is divided into brigades, each of which is supposed 
to have a permanent staff, necessary implements and work stock, 
a definite tract of land to work or a certain number of livestock to 
tend. It is significant that the minimum period during which a 
specified area was to be assigned to a brigade has been lengthened 
from one agricultural season, as provided by the decree of the 
Central Committee of the Communist party of February 4, 1932, 
to the whole crop-rotation cycie, according to the decree of the 
Central Executive Committee of the U.S.S.R. of January 30, 1933. 
A brigade is to have a separate plot under each crop of the rotation. 

The latter has not been fully accomplished as yet, in view of the 
difficulties experienced in introduction and maintenance of crop- 
rotation schemes. Still, the recognition of the fact that a perma- 
nent small group must be responsible for a specific plot of land, 
implements, livestock, etc., is symptomatic of a deviation from 
the rigid, impersonal “large-scale”’ collectivism of the early days 
of collectivization. Moreover, the process of subdivision did not 





AGRARIAN COLLECTIVISM IN THE SOVIET UNION 631 


stop with the brigade, consisting normally of forty to sixty work- 
ers, but continued with the organization of smaller units, so-called 
“zyeno.”” The latter are especially important in the case of crops 
like cotton and sugar beets, which require a great deal of atten- 
tion, and these units often became miniature brigades with plots 
of their own. In grain regions, however, such a degree of inde- 
pendence has been discouraged. The collective principle in the 
brigade is also supposed to be brought home through a sort of a 
collective financial responsibility. It works through premiums 
consisting of an addition of 10 per cent to the number of “labor 
days” earned by the workers in the brigade if the results of the 
work of the whole brigade are above average and similar deduc- 
tion if the results are below average. These requirements, how- 
ever, have often been ignored in practice.” 

All efforts, however, to stimulate production in the kolkhoz, no 
matter by what ingenious distributive scheme, would have failed 
if the unlimited requisitions of grain and other farm products by 
the government at very low fixed prices had continued unabated. 
No step more crucial, therefore, has been taken by the Soviet 
government, since wholesale collectivization was initiated, than’ 
the reform of the procurement system adopted in the winter of 
1932-33, and effective in the case of grain beginning with the 1933 
crop. The unlimited requisitions were replaced by definite levies 
(at prices still fixed arbitrarily by the government), which had 
the legal force of a tax. As a matter of fact, with the procuring 
prices fixed invariably lower than the commercial or market 
prices, these levies represent a form of taxation in kind, and such 
terms as grain tax or meat tax, etc., can, therefore, be legitimately 
applied in these cases. 

After delivering specified quantities of grain per acre, meat or 
milk per animal, etc., the kolkhozy or their members individually 
were permitted to sell the surplus in the local private market at 

**See V. P. Timoshenko, Soviet Agricultural Reorganization and the Bread-Grain 
Situation (‘Wheat Studies of the Food Research Institute. V,’’ Vol. XIII, No. 7 
[April 1937]), pp. 316-18.; G. K. Mokshancev, “Internal Distribution of Labor in a 
Brigade of a Cotton Kolkhoz,” Socialisticheskaia Rekonstrukciia Selskogo Kho- 
zaistva,” No. 4 (1935); M. Dolgopolov, “The Technique of High Sugar Beet Yields,” 


ibid., No. 2 (1936); B. Reznikov, ‘‘A Combined Zveno,” Izvestiia, June 12, 1934; 
Azarin, op. cit. 
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competitive prices; but prior to 1937 this could be done only after 
deliveries were completed by the whole region, and the seed 
supply for next year’s sowing and other required reserves were 
provided for. Moreover, private trading was greatly restricted 
by the ban on the middleman. 

The reform of the government procuring system in 1933 bears 
some resemblance to the Nep, which was also ushered in by the re- 
placement of the unlimited requisitions of “war communism” by 
a tax in kind and the legal restoration of a free market. But it 
is a very attenuated Nep, since the Nep-man—as the private 
trader or capitalist of that period was called—is now taboo. 
The new system, nevertheless, was beneficial, even though the 
original tax rates were high, amounting in the leading grain regions 
often to more than a third of the 1928-32 average yields. The 
peasants were assured that whatever they produced in excess of 
the tax they could legally call their own, and they were not to 
be left to the mercy of the government collector. 

Thus, the new scheme has that attribute of a good tax— 
certainty. The peasants knew in advance of sowing how much 
they were to be taxed on their acreage. Repeated levies, which 
aroused such intense hostility, were strictly prohibited; and, while 
this ban was not always observed by the local authorities, the 
Soviet government appears to be making every effort to stamp 
out the practice. Furthermore, as a rule only the area specified 
in the plan was subject to taxation; all acreage sown in excess of 
the plan being exempt. Moreover, in a number of regions newly 
broken land (formerly under forest, brush, or marsh) is some- 
times entirely exempted for a certain period from the grain tax. 
All these features are propitious to expansion of production in the 
kolkhozy. The collectives are, of course, favored as against the 
individual peasant farmers, who are taxed higher than the kol- 
khozy and who were also deprived, in 1934, of the exemption on the 
acreage sown in excess of the plan. 

The price factor under collectivization did not play an impor- 
tant role in procuring operations, since the government relied on 
the “plan” rather than on the price system for the direction of 
production and procurements. Nevertheless, a change has been 
taking place in this respect in recent years, coincident with an 
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increased emphasis in the U.S.S.R. on money economy as dis- 
tinguished from direct rationing which came into vogue with the 
first five-year plan. The government began to pay higher prices 
to producers in order to stimulate prod:ction. These took the 
form of premiums for the delivery to the state of farm products in 
excess of the plan. Such premiums, expressed as percentages of 
the standard fixed procuring price, are steeply graduated on a 
basis of the increase in quantity delivered. In some cases they 
reach as high as 400 per cent of the standard price. The system of 
differential prices was introduced first in the case of technical 
crops, such as sugar beets, cotton, etc., and in 1936 was extended 
also to wheat. 

The reform of the procuring system, important as it was, and 
the generally increased emphasis on economic incentives, can 
hardly be expected to solve by themselves the problem of agricul- 
tural underproduction, unless accompanied by alleviation of the 
chronic shortage and poor quality of manufactured goods which 
has been so important a cause of economic maladjustment in the 
Soviet Union. It is an undeniable fact that the village, on the 
whole, has been receiving the tail end of a thin stream of con- 
sumers’ goods. 

The shortage of consumers’ goods must be attributed in no 
small measure to the well-known emphasis of the Soviet economic 
policy on the development of heavy industry—i.e., industries 
manufacturing producers’ goods—while the light industry, cater- 
ing to the consumer, is neglected and the rural handicraft industry 
was largely destroyed during collectivization. To illustrate: the 
output of so important an article of village demand as cotton 
goods was smaller in 1935 than in 1932. Pig iron and steel produc- 
tion, on the other hand, more than doubled during the same 
period. The situation with respect to consumers’ goods improved 
somewhat in 1936. The industrial disorganization in 1937, how- 
ever, apparently largely associated with a political purge on a 
gigantic scale, and with the serious flaws in the new Soviet indus- 
trial “efficiency’’ movement (so-called “Stakhanovism’’), does not 
augur well for a substantial expansion of the output and improve- 
ment of quality of consumers’ goods in the near future. 

[To be continued] 
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E successful organization of the unions affiliated with the 
Committee for Industrial Organization has tended to ob- 
scure labor developments almost as important on the po- 

litical field. The policy of nonpartisanship sponsored by Gom- 
pers’ has been nominally maintained, but actually Labor’s Non- 
partisan League represents an attempt to redirect labor’s politi- 
cal energies. The League is a recognition, by influential leaders 
of labor, that new techniques of political action and pressure 
must be developed if labor is to exercise an important role in 
shaping policy. 

Politics is, for the leaders of Labor’s Non-partisan League, an 
extension of trade-union activity to another plane. The political 
methods of Gompers and his followers were based on assumptions 
derived in an environment unlike the present. At first the found- 
ers of the American Federation of Labor did not fear political 
entanglements. In 1886 Gompers declared: “We regard with 
pleasure the recent political action of organized workingmen of 
the country, and by which they have demonstrated that they 
are determined to exhibit their political power.’ 

Labor’s unsuccessful promotion of the Henry George cam- 
paign in 1888 convinced Gompers that the road to power did not 
lie in independent political action. This policy was now deemed 
unwise; and instead of bvilding its own party, labor was urged “‘to 

* The nonpartisan policy was developed as a result of Gompers’ desire to dis- 
associate the economic movement of labor from the political movement of socialism. 
Actually, the nonpartisan policy meant giving the local leaders an opportunity of 
playing ball with the political machines in their communities, and allowing every 


head of an international union to indorse the political party he chose. From 1906 to 
1920 Gompers unofficially supported the Democratic party in national elections. 


? American Federation of Labor, Proceedings, 1886, p. 8. 
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wean the workers from being political followers of any party by 
whatsoever name.’’ 

The Federation’s political outlook was a complement of its 
industrial policy. Its leaders were mainly interested in the organ- 
ization of the skilled, who were capable of building a large defense 
fund to meet the hostility of the employers. It was assumed that 
the skilled craftsmen possessed sufficient strength to take care of 
themselves if allowed to exercise their economic power without 
restriction from public authorities. Adequate strike benefits 
would enable the worker to make headway against the employer, 
who, sooner or later, would be forced by the solidarity of his em- 
ployees to make concessions. Politics, therefore, occupied only a 
subordinate place in the thinking and plans of Gompers and his 
close co-workers. 

Gompers’ policy was not accepted without challenge by all 
groups in the labor movement. The socialists opposed his readi- 
ness to co-operate with the two old parties as a betrayal of labor’s 
real interests, and annually proposed modifications of his so- 
called “nonpartisanship.’’ Gompers was, however, always able to 
win indorsemesnts for his viewpoint by comfortable majorities at 
conventions of the American Federation of Labor and was there- 
fore able to disregard the charges and complaints of his opponents. 

In the meantime changes were taking place which forced sec- 
tions of the labor movement to become more active politically. 
The growing use of the injunction in labor disputes did, in fact, 
force the entire labor movement to modify its views partially and 
to become more active in politics. To gain relief from the con- 
stant interference of the courts in labor disputes, the leaders of 
the Federation issued, in 1906, a Bill of Grievances, in which an 
appeal against judicial usurpation was made. A number of other 
demands were also made on the two major political parties, but 
these were relatively unimportant.‘ Following the issuance of the 
Bill of Grievances, a number of labor leaders took the stump 
against the most active of labor’s enemies in Congress. The policy 

3 Ibid., 1892, pp. 13, 27; John R. Commons, History of Labour in the United States 
(1921), II, 458. 

4 American Federationist, May, 1906, pp. 293-97. 
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of laissez faire advocated by Gompers was, however, still followed. 
This meant that no positive demands were made upon the gov- 
ernment. What the economic movement mainly demanded was 
to be left alone, and only where government was an employer was 
it asked for favorable wage and hour regulations. 

Imperceptible economic and political changes were, never- 
theless, at work; and they were forcing sections of the labor 
movement to become more governmentally minded, despite the 
attitude of the Federation. The railroad unions were the first 
group to feel the pressure of these changes. A more active interest 
of the railroad unions in politics was in the cards as soon as the 
government began to regulate rates and, directly and indirectly, 
labor relations. Servicing the nerve centers of the country, they 
faced government intervention whenever they attempted to exer- 
cise their economic power. Regardless of philosophy, these unions 
could not afford the luxury of indifference to politics. The enact- 
ment of the Adamson Act, which guaranteed the eight-hour day 
to the railroad worker, was proof of the importance of a favorable 
administration. More overt proof of the heightened political con- 
sciousness of the railroad unions was given by the launching of the 
weekly, Labor, after the war. This journal has continued to be 
mainly an agitational and political sheet, which keeps a record of 
the position of congressmen upon issues affecting labor and the 
public. Frequently a special number is issued to aid a friend of 
labor hard-pressed by a political opponent in the primaries or 
final elections.$ 

Following the wave of labor injunctions and antilabor court 
decisions after the war, the railroad unions tried a further experi- 
ment and launched the Committee for Progressive Political Ac- 
tion. At first this committee attempted to exercise its influence 
through one of the two major parties; but even in the beginning, 
it allowed for independent political action in those districts where 
both of the old party candidates were unacceptable. The confer- 
ence went farther in 1924, when it promoted the independent 
candidacy of Senators La Follette and Wheeler for president and 


5 Each of the railroad unions issues an official organ which deals essentially with 
trade and vocational problems, including those of a technological nature. 
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vice-president. The failure of these candidates to carry more than 
one state forced the abandonment of independent politics. The 
railroad unions could not, however, drift into an attitude of 
laissez faire in the matter of government. Especially after the de- 
feat of the shopmen in 1922 did they depend upon a benevolent 
administration for maintaining their unions. 

After the disastrous strike of 1922 the shopcraft unions found 
their membership shrunken and their influence at a low ebb. They 
were now faced with company-fostered unions and aggressive 
employer policies. Under these conditions they could ill afford to 
adopt the policy of Gompers that the governinent should be a 
neutral arbiter in the disputes between capital and labor. What- 
ever the merits of this view, when labor faced an employer with 
small resources operating in a competitive market, it had nothing 
to offer when labor was confronted by a corporate organization 
with millions at its command. Labor on the railroads now re- 
quired positive aid from the government to protect its right to 
organize. For the Federation’s policy of laissez faire these unions 
substituted demands that the government intervene and forbid 
the railroads to coerce their workers to join company unions 
and contribute to their support. The railroad unions found that 
even organizations of skilled workers could not withstand the 
newer techniques of employer-opposition developed by the large 
corporations. They discovered that the later-day devices of com- 
pany unions were frequently more effective than an injunction in 
preventing or undermining independent unionism. Espionage and 
discrimination against union men could also be introduced when- 
ever these persuasive methods of combating organized labor were 
needed. 

For a time the attitude of the railroad unions was not the ac- 
cepted doctrine of the American Federation of Labor. The latter 
organization continued to espouse the policy of laissez faire until 
the middle of the present depression. The chief reason for the 
continuance of this attitude was the predominant role played by 
the building trades in shaping the policies of the Federation. Not 
being in the main employed in industries with large aggregations 
of capital, these unions felt they had nothing to gain from govern- 
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ment intervention in economic matters. They still believed, in the 
late twenties, that the demand for protection against the issuance 
of injunctions in labor disputes was the essential item of a labor 
program. The Federation’s hope for relief from federal injunc- 
tions was finally realized by the enactment of the Norris—La 
Guardia Act. Judges were restrained from issuing injunctions, 
but labor was still inactive and dispirited. The constant attrition 
of membership during the period of prosperity boded ill for any 
increase in influence once the depression had arrived. Neverthe- 
less, the Federation remained adamant in its basic political policy 
until its convention of 1932. Such questions as unemployment 
insurance, old age security, and the limitations of the hours of 
labor by legislative enactment were opposed by the American 
Federation of Labor on the grounds that they would open the 
door to government control of economic life and, incidentally, of 
labor unions.*® 

Many labor unions were, however, facing increasingly difficult 
problems which could not be solved by purely economic action. 
Employers were escaping from the control of organized labor by 
transferring their plants to nonunion areas. The shift of industry 
from the organized to nonunion areas had led to the overdevelop- 
ment of plant capacity and the rise in many industries of cut- 
throat competition destructive to both labor standards and the 
possibilities of profit. This development differed from ordinary 
competition, which was a real asset to unionism. The fear that 
business will be directed to a competitor will often deter an em- 
ployer from embarking upon a belligerent expedition against 
organized labor. As long as the union and nonunion plants are 
distributed in the same area, a competitive situation is of direct 
advantage to organized labor. Under such conditions the com- 
munity is divided in its loyalties, and the unions can often neu- 
tralize the pressure of employers upon government and civic 
agencies. Employers have therefore sought to avoid the pressure 
of organized labor by shifting their plants to rural areas or to 
southern states, where the workers are less susceptible to union- 
ism and where the community is virtually a unit in supporting 

* American Federation of Labor, Proceedings, 1931, pp. 354-56, 398. 
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the position of the nonunion employer. Other factors, such as 
proximity to raw materials, closeness to markets, and lower taxes, 
have also been factors inducing locational changes; but the desire 
of many employers to escape from the higher labor-cost unionized 
areas has often been decisive. Enjoying a favorable wage differ- 
ential, the nonunion districts have been able, in a number of 
industries, to impinge upon the market until they threaten to up- 
set the wage structure existing in the union territories. This was 
the experience of a number of unionized industries, several of 
which attempted to solve their difficulties by accepting reductions 
in wages.’ But in the matter of wage-cutting, the organized areas 
can never hope to meet the competition of the unorganized dis- 
tricts. Finding their industries divided into union and nonunion 
sections, with entrance into the unorganized regions blocked by 
employer resistance, aided by local government, certain unions 
have been forced to look toward the political arena for a way out 
of their dilemma. 

Differences in union organization are paralleled by divergences 
in the matter of labor and welfare legislation. Usually the older 
industrial districts—which are also the better organized—have 
extensively developed labor codes. The newer industrial sections 
are somewhat backward in throwing the same protection around 
the wage-earner. As the entire community in the newer indus- 
trial region is anxious to attract and retain new industries, and 
as the inducements are lower wage and working standards, the 
unions are faced with almost insuperable opposition to their de- 
mands for modernization of conditions. The situation might not 
be very serious if these more backward areas did not constantly 
encroach upon the markets of the unionized districts and force 
the union employers to demand parity in conditions. Organized 
labor is therefore forced to become active in politics on a national 
scale so as to protect its standards in its “native’’ districts by 
forcing upon the more backward regions standards approximat- 
ing those prevailing in its own territory. 

It was the unions that were facing the problems of interregional 
competition that found the N.R.A. an effective instrument for 


7 Bituminous coal and hosiery. 
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extending their control over the unorganized regions of their in- 
dustry. The principles embodied in the National Industrial Re- 
covery Act were designed to eliminate the advantages of the sub- 
standard areas. In addition, section 7(a) gave them an opportu- 
nity to invade sections of the country heretofore closed to their 
organizers. The N.R.A., moreover, stimulated labor’s interest in 
politics for another reason. For the first time, large groups of 
workers in the mass-production industries were showing an inter- 
est in unionism. To organize these workers into effective inde- 
pendent unions required support from the government. The 
theory of Gompers, that labor should merely ask the government 
to be a neutral arbiter in the disputes between labor and capital, 
was, under present conditions, clearly outmoded. Restricting the 
use of the injunction was, under modern conditions, merely a first 
step. Labor needed positive aids, for it now faced highly inte- 
grated corporations with millions at their disposal. These cor- 
porations did not depend upon injunctions to combat organized 
labor. Company-supported unions, private police, and extensive 
systems of industrial espionage could undermine a union even 
more rapidly than an injunction. To oppose an employer with 
such instrumentalities at his command required greater resources 
than many unions could muster. The American Federation of 
Labor finally made some concessions to the changed conditions 
by indorsing unemployment insurance and wage and hour legisla- 
tion. But it was left to the progressive unions to take the lead in 
revising the political tactics of labor. 

The first step was taken during the last presidential campaign 
by the organization of Labor’s Non-partisan League by unions 
that had profited greatly from the New Deal. The first aim of the 
League was to help bring about the re-election of President Roose- 
velt. The organizers of this venture were officers of international 
unions affiliated with the American Federation of Labor and of 
the Committee for Industrial Organization. The League has since 
been placed on a permanent basis, with an office and permanent 
staff functioning in Washington and in every state in the Union. 
Its trade-union origin is best evident from the modest pronounce- 
ment of its purpose. Absent are the involved theorizing and 





LABOR’S CHANGING POLITICAL LINE 641 


flamboyant assertiveness of the more-leftist political groups. In- 
stead, the League merely announces that its purpose is to help 
bring about the solution of the problems of modern industrialism 
on a national basis.* 

For the present the chief purpose of the League is to organize 
a cohesive political constituency composed of wage-earners and 
farmers. Local Leagues, organized on a state-wide and local basis 
in the last campaign, have continued to function. The control 9f 
the League is vested in the representatives of the affiliated labor 
groups. In contrast to the purely negative attitude of the Ameri- 
can Federation of Labor, the League believes in conducting inten- 
sive campaigns on behalf of the candidates it supports for office. 

The importance of this departure can perhaps be better grasped 
by reference to the activity of the League in the last campaign. 
In contrast to the policy of the Federation of indorsing the candi- 
dacy of President Roosevelt by indirection, the League conducted 
a vigorous campaign on behalf of the Democratic national ticket. 
Its local, state, and national organizations expended almost one 
million dollars in the last campaign.’ Activity was, however, not 
limited to mere financial contributions or expenditures. The 
League, being made up mainly of union organizations and active 
union men, was able to employ hundreds of active workers in the 
trade-union movement. It could also utilize the halls and offices 
of affiliated labor groups for meetings and headquarters. Its ex- 
tensive efforts in the last campaign can perhaps be better grasped 
by summarizing its activities in the four most important states— 
New York, Pennsylvania, Illinois, and Ohio. In Ohio the League 
conducted 344 rallies and had at its service a corps of 70 speakers, 
most of whom were active daily. In the five large cities of the 
state the League arranged for a daily broadcast of one-half hour 
daily during the last thirty days of the campaign. In New York 
the League operated through the American Labor party. This 
organization utilized a staff of 200 paid workers and 3,500 volun- 

® Declaration of Principles of Labor’s Non-partisan League (Washington, D.C.: 
National Headquarters). 


*Information secured from Mr. Eli Oliver, executive vice-president of the 
League. 
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teers; conducted 85 campaign offices in New York City, and 16 
upstate; routed 250 speakers, who addressed 524 meetings. In 
Illinois the League held 1og rallies in Chicago, where its speakers 
visited every ward. At least one rally was also held in every 
county in down-state Illinois. The most intensive activity was car- 
ried on in Pennsylvania. The substantial majority given to the 
Democratic ticket in that state is due in a large measure to the 
activities of the League. In the steel and mining sections and in 
Philadelphia, League speakers addressed nightly meetings, and 
parades and rallies were a frequent occurrence. A feature of the 
League’s activities during the campaign was a daily broadcast 
over a network of 37 stations, stretching from Reno, Nevada, to 
New York City, for thirty days, exclusive of Sundays, thirty days 
prior to the election.’® It is true that the expenditures do not 
compare with those made by the major political parties in the 
last campaign; but the League’s expenditures were virtually all 
for literature, hall rent, and modest secretarial and speakers’ 
salaries. In addition the League could always draw on the ideal- 
ism and enthusiasm of its members. Compared to former efforts 
of labor in the political field, the League’s activity in the last 
campaign can be considered as the first serious political attempt, 
exclusive of the short-lived venture of 1924. 

The League marks a new departure in labor’s political activity, 
and it may mean the beginning of the long-looked-for political re- 
alignment. For never before has labor attempted to develop a 
strong and authoritative voice. The threats of the Federation 
were frequently unsupported by active opposition. Moreover, the 
League will possess the power of mobilizing its followers as a unit 
and directing them toward an agreed goal. Even though it may 
not possess sufficient strength to win elections, its support will be 
decisive in many states. Moreover, the League is supported by 
the unions of the Committee for Industrial Organization that are 
conducting extensive and successful organization drives in the 
leading industrial centers located in key states politically. The 
large membership gains of the new unions in the mass-preduction- 
industries is another factor favoring the course of the League. 

*© Unassembled data in the national office of Labor’s Non-Partisan League. 
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These unions are mainly made up of semiskilled and unskilled 
workers, who need the aid of government in order to combat the 
great industrial combinations employing them. Unlike the skilled 
workers in the early part of the century, they are unable to de- 
pend upon the special skills and a large treasury to bring the em- 
ployer to terms. Their experience as union men will therefore 
tend to direct their interest toward politics. Moreover, the lead- 
ers in the C.I.O. are politically minded and will therefore encour- 
age, rather than disparage, labor political action. The fear of 
government possessed by the older leaders of labor is alien to their 
mentality. The continuators of the Gompers’ tradition may feel 
“that labor in its haste for an immediate, though worthy objec- 
tive, has been unconsciously following a practice that may result 
in the freezing of chains of government that will enslave the work- 
ers perhaps more securely than heretofore.” Regardless of the 
merits of this point of view as far as it affects the past, it will fail 
to convince the younger leaders of labor. The newer workers face 
problems that are outside of the range of Mr. Woll’s philosophy, 
which lacks a program for organizing the large mass of unskilled 
and semiskilled workers, easily replaceable and interchangeable. 
In the mass-production industries these workers face an opposi- 
tion that can be overcome only with the aid of the government. 
On the basis of their experience the new leaders will inevitably 
reject Mr. Woll’s “syndicalism,”’ which assumes that government 
intervention is bad per se. Their own experience refutes it more 
eloquently than any theory of laissez faire. Of course, govern- 
ments or administrations are subject to change, public sentiment 
may swing away from sympathy with labor, and government may 
follow the trend. These fears cannot be dismissed as mere preju- 
dice or as fanciful. The danger is a real one, and the leaders of the 
League are well aware of this possibility. If one is determined to 
organize the mass-production industries, one must face the dan- 
gers that a government which gives today may take more away 
tomorrow. A strongly intrenched political movement is perhaps 
the best insurance against the politicians’ attempts to restrict the 

™ Mathew Woll, “What’s in the Making?” American Photo-engraver, April, 1937, 
Pp. 298. 
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area of labor activity. Dangers exist, but they are those a grow- 
ing labor movement must face if it is to be more than a group of 
skilled craftsmen. 

For the present the League is mainly interested in operating 
within one of the two major political parties. Its activity is, how- 
ever, not limited to mere indorsement of candidates. Instead, it is 
following the techniques originally used by the Farmers’ Non- 
partisan League, which not only indorsed candidates but entered 
its own in the primaries. The League is therefore an independent 
political party operating in the primaries instead of in the final 
election. Moreover, the League is sufficiently flexible to allow for 
independent political action whenever that becomes necessary. 
In New York State the League has already fostered the formation 
of an independent political group, the American Labor party. The 
original purpose of this party was to aid in the re-election of 
President Roosevelt and Governor Herbert Lehman. It was at 
first feared that the voting in New York State would be close; and 
the leaders of Labor’s Non-partisan League were anxious to win 
the votes of the right-wing Socialists, who had just left the Social- 
ist party after the latter organization had indorsed a revolutionary 
program. As many of the right-wing Socialists had strong scruples 
against voting the Democratic ticket, the American Labor party 
was formed to make voting for Roosevelt and Lehman easier. Al- 
though it did not poll a large vote and was scarcely noticed out- 
side of the large cities, its potentialities must not be overlooked. 
The party has now begun to organize itself from the precinct 
through to the state. It has adequate funds at its disposal; and 
its potentialities have been recognized by the older political par- 
ties, which have already attempted to cripple its activities.” 

Another indication that the party is considered a promising 
vehicle for the gaining of influence is the joining of conservative 
_ labor leaders, who have been closely identified with the old party 
machines. The close connection existing between labor leaders 
and many of the local and state political machines has been a 
potent reason why many of them have always strenuously op- 


" The Berg bill, which would have made it very difficult for the party to get on 
the ballot and which was vetoed by Governor Lehman. 
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posed independent political action. Frequently this tie-up has 
meant a few jobs in the state labor departments or as inspectors of 
one sort or another for labor leaders, but very little in the way of 
favorable legislation or treatment of labor. Not much can be ex- 
pected in the way of support of political experimentation from 
these quarters, but their willingness to step out of the greener pas- 
tures of the older political parties indicates that they regard the 
League as a promising movement. 

One of the important questions is whether the League is the be- 
ginning of the long-advocated labor party. A positive answer is 
not possible at this time, and only future developments will de- 
termine the League’s attitude on this question. Naturally, the 
leaders of the League are wary of predicting its future; yet it is 
well to remember, in this connection, that both the Farmer-Labor 
party of Minnesota and the Progressive party of Wisconsin were 
originally formed as factions within other parties. The Wisconsin 
party operated for years within the Republican party, and in that 
fashion developed a constituency and a following which looked to 
the leaders for guidance in matters political. In Minnesota the 
farmers and trade-unionists also operated, at first, through the 
primaries; and after they had built a large following and closely 
knit organization throughout the state, embarked upon an inde- 
pendent political course. To a large extent Labor’s Non-partisan 
League is following the same technique. It is attempting to build 
an extensive organization and a constituency which will follow its 
lead on political questions. The future policy must, however, de- 
pend to a large extent upon the policies and acts of the other 
political parties. Should the Democratic and Republican parties 
both become committed to a policy of reaction, the League may 
be forced into an independent course. The League is, however, 
led by practical men, to whom the matter of independent political 
action is not a primary issue. Its leaders are mainly interested in 
the immediate problems of the worker. Should one of the parties 
adopt a program and candidates pledged to continue and main- 
tain the labor and social policies of the present administration, 
the League would certainly not embark on an independent politi- 
cal campaign. This attitude of the League is in harmony with the 
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attitudes of both the Minnesota Farmer-Labor party and the 
Wisconsin Progressive party on national alignments. Both of 
these indorsed the present national administration. Should both 
parties select reactionary candidates, as in 1924, the League 
might be forced, even against the wishes of its leaders, to take the 
road of independent political action. The formation of a strong 
cohesive labor opinion by the League reduces, however, the like- 
lihood of this situation developing. The millions of potential 
voters that look to the League for leadership may be an effective 
prophylactic against the nomination of reactionary candidates. 
In the event that a situation develops where a third party would 
be found necessary, however, the League will have performed the 
preliminary spade work and built an organization that will be 
ready to conduct an effective campaign. 

The League is now actively working to strengthen its liaison 
with farmer groups. Should an independent political party be 
launched, the attitude of the farmers toward the venture might be 
decisive. Even in its present form, the League must have the sup- 
port of agricultural groups to be really effective, as the American 
political system gives the agricultural states a large role in deter- 
mining policy. It may be argued that the traditional conflict be- 
tween city and country will automatically prevent the establish- 
ment of close relations between farmer and wage-earner. Even 
if the existence of a conflict between the farmer and wage worker 
is admitted, there is evidence to warrant the belief that this con- 
flict is a superficial one and that they have larger interests in com- 
mon. In certain sections farmers and workers have found no diffi- 
culty in co-operating. The leaders of the League are not theorists, 
and their philosophy does not run counter to the ideals or feelings 
of the majority of Americans. They are not “historically mind- 
ed,” nor would they ever advocate a program of extensive social 
reorganization. They are apt to remain completely opportunistic, 
and their economics is Hobsonian rather than Marxian. As this 
brand of economic theory has been hallowed by the support of one 
of the most popular administrations in our history, it is not likely 
that it could be successfully charged with being a foreign impor- 
tation. The League is also not exposed to the charge of opposition 
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to religion, to the home, or to any other cherished institution. 
Certain sections of American agriculturalists have, moreover, 
been friendly toward various brands of radicalism. It is true that 
the variety has always been American, but still it indicates that 
the farmer is not an undeviating defender of the status quo. 

In considering the possibility of a farmer-worker alliance, it 
might be desirable to distinguish between the farmers of different 
regions. The political attitude of eastern and western farmers 
differs greatly. The easterner has, for the last seventy-five years, 
been allied to, and the backbone of, the Republican party. A 
farmer-labor party could not confidently hope to win his support. 
However, inability to win the eastern farmer does not destine an 
organization to political impotence, providing it can succeed in 
winning a commanding place among the city workers. In the 
Middle West and West the situation is considerably different. In 
these sections the farmer has frequently been an advocate of 
radical policies. Granger, soft money, and Populist and farmer- 
labor parties have sprouted in these parts. Moreover, the mid- 
western and western farmers have never encountered insuperable 
emotional or practical difficulties in the way of a union with city 
workers. On many occasions the leaders of the radical farmer 
groups have co-operated with labor. Already Labor’s Non-parti- 
san League is working with farmers’ organizations. Leaders of 
Populist derivation, from rural states, of the type of the La Fol- 
lettes, Norris, Benson of Minnesota, and Frazier of North Dakota, 
have been consistent supporters of labor legislation and of a labor 
program. With the Middle West as a base, closer ties can be 
effected between farmer and worker in other states. 

In the event of a permanent alliance between farmers and work- 
ers, operating either through the primaries or as an independent 
political party, what program and policies can we expect? A un- 
ion would very likely be devised with a program slightly to the 
left of the New Deal: refinancing of homes and farms; liberal 
credit policies and guaranty of cost of production for agriculture; 
encouragement of collective bargaining; continuation of federal 
relief, perhaps on a broader basis; government operation of rail- 
roads; and the development of a federal power program. It is 
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true that labor’s desire for controlled prices and limited competi- 
tion may run counter to the farmers’ traditional opposition to 
monopoly. The two groups can, however, be united on a program 
obligating the government to help both farmer and worker by 
subsidies whenever needed, and by encouragement of organiza- 
tion. Despite the farmers’ traditional individualism, they have 
never been averse to accepting government aid. The farmer is a 
strong advocate of a federal power program and not averse to 
regulation or even ownership of railroads. The increasing de- 
pendence of both farmer and worker upon government assistance 
is a basis for co-operation between them. 

Should labor’s influence in politics increase, it would very like- 
ly mean that the present trend toward union organization would 
continue unimpeded until most industry was organized. It has 
been argued that, when “collective bargaining extends to vir- 
tually all plants in an industry and new plants are almost certain 
to be unionized, it discourages new capital from entering indus- 
try.’*3 The examples, the railroad and anthracite coal industries 
cited by Professor Slichter, are far from conclusive. Overcapital- 
ization and the growth of competitive means of travel account for 
at least a part of the unwillingness of investors to enter the rail- 
road industry. The entire setup in the railroad industry is such 
that it is doubtful if lower wage rates would have made much dif- 
ference. Regulation and the early policies of promotion and man- 
agement in such matters as the overissue of bonds may have had 
some effect on influencing the flow of new capital. Railroad un- 
ionism is not a new phenomenon, and the unions have been influ- 
ential since the early part of the century. At that time the great 
railroad developments were, to a large extent, at an end, so that 
the railroad unions could hardly be blamed for the slowing-down 
of the trend of investment. The evidence before the Senate In- 
terstate Committee indicates that the milking of investors by 
finance houses has had something to do with the investors’ re- 
luctance. 

*s Sumner Slichter, “Notes on Collective Bargaining,” Explorations in Eco- 


nomics; Notes and Essays Contributed in Honor of F. W. Taussig (New York: Mc- 
graw-Hill, 1936), p. 284. 
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An effective political movement of labor will aid in preventing 
the rise of nonunion sections and in that manner prevent, to some 
degree, the tendency for certain industries to overdevelop. The 
stimulus to build a plant in a nonunion district in order to gain 
the advantage of lower labor costs will, under a politically favor- 
able regime, be partially eliminated. This should be an advantage 
for both capital and labor, for this overdevelopment has been re- 
sponsible for some major maladjustments in present-day indus- 
try. Bituminous coal was perhaps the worst sufferer from this 
type of overdevelopment, and both worker and operator found it 
extremely expensive. It may be argued that the attempt to con- 
trol prices is an undesirable practice, as it interferes with natural 
economic laws. In many instances, however, the question today 
is not one of choice between a free and monopolistic system but 
whether labor, by introducing its own controls, shall be able to 
get some of the benefits which might otherwise entirely accrue to 
monopolistic industry. 

A strong political movement among workers would also very 
likely mean more rigid wages, as wages would be supported by 
relatively liberal relief payments to the unemployed, and also 
because an economic movement supported by a friendly adminis- 
tration would show greater resistance to wage cuts. Economists 
may lament this trend as a portent tending to make adjustments 
during cyclical change more difficult. The practical difficulty 
arises because workers, during a period of economic decline, find 
themselves idle or partially unemployed and are consequently ex- 
tremely reluctant to permit additional reductions in their earn- 
ings. The economists’ advice that a wage reduction at certain 
periods will have a salutary effect on the economic system, as it 
will allow costs to come into harmony with lowered prices, re- 
mains unheeded. This refusal is not due to sheer perversity, nor 
is it made because the workers are bad economists. Mainly it is 
rejected because of the indefiniteness of the economists’ prescrip- 
tion. The suggested therapy is too general and uncertain. Labor 
leaders who have advised the acceptance of a wage cut for the 
benefit of the industry and its workers have run into the question 
of how much benefit in increased employment will be derived from 
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a certain percentage reduction in wages. No practical answer to 
this question can, unfortunately, be given in the present state of 
our knowledge. 

Facing problems requiring specific answers, economists can only 
offer general advice. However, the existence of a strong labor 
movement does not preclude the acceptance of expert advice from 
economists under all conditions, even if such advice runs counter 
to the narrow interests of the moment. Labor has frequently 
shown a readiness to sacrifice for the public good unexcelled by 
any other group in the community, and would be ready to make 
concessions if it were convinced that they were for its long-time 
advantage. It is, however, probable that a powerful political 
movement of labor may be forced to advocate an increasing 
amount of government intervention in economic life. The leaders 
of Labor’s Non-partisan League would scarcely join in any de- 
mand for government ownership unless it meant the protection of 
the jobs or standards of the workers in that industry. Their posi- 
tion would be solely guided by the day-to-day needs of their con- 
stituents. Advocacy of government ownership of the basic indus- 
tries is not out of the question, especially if private industry dem- 
onstrates an inability to maintain standards. In any event, the 
present leadership of the League insures it against being of a revo- 
lutionary or even radical outlook. To a large extent the continu- 
ance of its moderate program may depend as much upon the wis- 
dom of the employers as upon the generalship of the leaders. If 
capital is willing to recognize the changed situation and grant la- 
bor the right to organize and a measure of security, the League 
will, either in its present or in its changed form, continue to be 
mainly a highly organized pressure group of labor. 





THE NATURE AND MEANING OF RIGID PRICES, 
1890-1933 


DON D. HUMPHREY 
Washington, D.C. 


IHE belief is widespread that prices have become pro- 
gressively more rigid, and, consequently, that price has 
become increasingly ineffective as a regulator of our eco- 
nomic life. Much of the responsibility’ for this view goes to Mr. 
Gardiner Means, whose interpretation of rigid prices has attracted 
attention in both government and academic circles. ‘The shift 
from market to administered prices....is the development 
which has destroyed the effective functioning of the American 
economy and produced the pressures which culminated in the 
new economic agencies of government.” 
Mr. Means’s interpretation of the growth of rigid prices, which 
has culminated in the breakdown of laissez faire, is that they are 


the product of modern technology, the growth of big business, 
and concentration of control. 

More recently Mr. Galbraith has said, “The term rigidities has 
become intrenched in both lay and professional vocabulary and 
to most it signifies a condition of acute distress in price system.’’* 
Thus the belief continues that the system cannot long endure half 
flexible and half rigid. 


* E.g., Mr. Ezekiel, who is high in government circles, holds that the price system 
no longer functions as well as formerly and bases this belief in part upon Mr. Means’s 
statistics. See Mordecai J. B. Ezekiel, $2,500 a Year (1936), p. 39. 

2 “Industrial Prices and Their Relative Inflexibility,” Sen. Doc. 13 (74th Cong., 
1st sess.), p. 8. 

3 Ibid., p. 9; see also Means, “Notes on Inflexible Prices,” American Economic 
Review (suppl.), March, 1936, p. 35; Ware and Means, The Modern Economy in 
Action (1936), p. 18. 

4 J. K. Galbraith, “Monopoly Power and Price Rigidities,”” Quarterly Journal of 
Economics, May, 1936, pp. 456-75. 
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I 


Figure 1 is Mr. Means’s U-shaped curve.’ Figure 2 (Table 1) 
is the earlier work published by the National Bureau of Eco- 
nomic Research. The same method was used in constructing 
both figures. For the tine periods shown, the number of changes 
in wholesale commodity prices were counted and arranged in 
classes on a basis of frequency of price changes. On the horizontal 
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Number of Price Changes, 1926-33 

Fic. 1.—By Gardiner Means. Rigid and flexible prices; 747 items from B.L.S. 
wholesale price index distributed according to frequency of price change. (1) 
Changed at the rate of less than once every ten months; (2) changed at the rate of 
less than once every four months but more than once every ten months; (3) changed 
at the rate of more than once every four months and less than three times every 
four months; (4) changed at the rate of at least three times every four months. 


scale the classes range from the rigid, seldom changing prices on 
the left to the flexible, frequently changing prices on the right. 
The vertical scale indicates the number of commodities in each 
class. Plotted thus, we get that rare bird, a U-shaped curve, the 
long left arm of which represents the number of commodities 
having rigid, seldom changing prices, and the long right arm the 
number of commodities having flexible, frequently changing 
prices. 

5 “Price Inflexibility and the Requirements of a Stabilizing Monetary Policy,” 
Journal of the American Statistical Association, June, 1935, p. 402. 

6 Frederick C. Mills, The Behavior of Prices (1927), p. 381. 





RIGID PRICES, 1890-1933 












































Fic. 2.—By Frederick Mills. Wholesale prices distributed according to frequency 
of change; 206 items. The range of each group from left to right is from least to 
most price changes. 


TABLE 1* 


FREQUENCY TABLES SHOWING DISTRIBUTIONS OF 206 COMMODITIES 
CLASSIFIED ACCORDING TO FREQUENCY OF MONTHLY 
PRICE CHANGES 








(1) NuMBER oF ITEms 
Crass Liwits 
MEASURE OF 
FREQUENCY OF (3) (4) (s) (7) 

Cuancet 1898-1905 | 1906-13 1890-1925 








58 49 58 45 
eae 18 22 19 25 
Ce 20 20 23 16 
.3I- . ee 14 13 14 19 
4I- . oe 6 12 9 14 
20> 0D...<. 5 12 8 7 
.61- ke II II 8 6 
.7I- .80...... 12 8 13 15 
. See 10 13 13 15 
O.QI-I.00...... 52 46 4! 44 





Totals 206 206 206 206 























* From Frederick Mills, The Behavior of Prices, p. 379. 

t The range of the first class in the foregoing table (in actual values 0.00 to 0.105, the original 
measures being recorded to the second decimal - de is slightly greater than the range of any other 
class, and the range of the last class (in actual values 0.905 to 1.000) is slightly less than the range of 
any other class. The error introduced is negligible, however. 


t Excluding 1914-21. 
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Mr. Means has shown that there is a high correlation between 
frequency and magnitude of change.’ Prima facie, it would not 
seem unreasonable to expect the familiar bell-shaped curves, con- 
sequently the paucity of items in the center of the distribution 
calls for explanation. 

While Figures 1 and 2 both represent wholesale prices, they 
are not directly comparable for two reasons: First, there are 747 
commodities represented in Figure 1 (Means), as compared with 
206 in Figure 2 (Mills). Second, data in Figure 1 are divided into 
nineteen classes of frequencies, whereas Figure 2 has only ten 
classes. 

Neither Mills nor Means has touched upon the volume of trans- 
actions among the various frequency classes. If, for example, 80 
per cent of the transactions occurred in the center of the frequency 
distribution, then the long arms would be much less significant 
than if the transactions were spread evenly over the frequency 
classes. While direct evidence is, of course, not available, the fur- 
ther detail in Table 2 as to industrial groups allays any fear that 
the general picture may be unreasonably distorted by the concen- 
tration of transactions. The items are well distributed among the 
various industrial groups. 

II 


In Figure 3, Means’s and Mills’s data are reduced to a com- 
parable basis: (a) both are reduced to five classes of frequencies; 
(6) the cross-hatching indicates the distribution of finished, semi- 
finished, and raw commodities. Further, Tables 2 and 3 show that 
there is no substantial difference of distribution between Means’s 
742 commodities* and Mills’s 206 commodities (a) among the ten 
types of commodities used by Bureau of Labor Statistics for 
classification purposes, and (b) as raw, semifinished, and finished 
goods. Tables 2 and 3 and Figure 3 together justify the conclusion 


7 American Economic Review (suppl.), March, 1936, p. 24; Sen. Doc. (74th Cong., 
1st sess.), pp. 3, 7. The magnitude as well as the frequency is sharply differentiated 
between the prices of finished and raw materials. See The Recovery Problem in the 
United States (Brookings Institution, 1936), p. 268. This distinction was also em- 
phasized in ‘The Recovery Pattern of Prices,” by Walter G. Keim, an unpublished 
paper read before the Econometric Society, December, 1934. 

8 Five of the 747 items have been omitted for purely practical reasons. 
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that the smaller number of commodities used by Mills is represent- 
ative of the larger number used by Means, because the relative 





we 
WARS 
‘742 Commod ition 


7) 








Dumber of Itene ~ Sus of Each Grow Equals 100 Percent 












































Frequency of Price Change 


Fic. 3.—Mills’s and Means’s studies of rigid prices reduced to a comparable basis; 
price changes by type of commodity. The range of each group from left to right is 
from the least to the most price changes. 


TABLE 2 
PERCENTAGE DISTRIBUTION OF COMMODITIES USED BY 
MILLS AND MEANS—BY TYPE OF COMMODITY 
Mills Means 
(206 Items) (742 Items) 
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SS eae . 100.0 


distributions are quite similar as to both degree of fabrication and 
type of commodity. Thus, we can fairly compare the price rigid- 
ities from 1890 to 1933. Although the time periods used by Mills 
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TABLE 3 


PERCENTAGE DISTRIBUTION OF FREQUENCIES OF PRICE CHANGE 
RAW, SEMIFINISHED, AND FINISHED GOODS (1890-1933) 


(All commodities—1oo per cent) 
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and Means are different, it cannot be argued that the revised fre- 
quency distributions are not comparable, since the measure (of 
what is here called “price rigidity”) used by both writers was the 
actual number of price changes within a given possible number of 
changes. 

Why are the curves U-shaped? It is clear from the cross- 
hatching, which indicates the distribution of raw and finished 
goods, that the U-shape results from the fact that two or more 
families of prices have been included in the single frequency dis- 
tribution. 

The behavior of the wholesale price of finished goods is radically 
different from that of the wholesale price of raw materials. If only 
finished goods had been included, the result would have been a 
reversed J-shaped curve, the hook on the reversed J being due to 
food products. 

The character of the data would lead us to expect Means’s 
curve to show relatively more rigid prices than Mills’s curve. 
Table 3 shows that 75 per cent of Means’s 742 items were finished 
goods as against 68 per cent of Mills’s 206 items. This shows up 
in Class 1, where there are a few more rigid prices 1926-33 than 
1890-97, the percentages being 42.5 and 36.9 respectively. Like- 
wise, there were relatively more flexible prices (Classes 4 and s) 
1890-07 than 1926-33, due to a larger proportion of raw materials 
in the Mills data. For the purpose of comparison, there is com- 
pensation for the difference indicated above in that none of the 
time periods 1890-1925 were periods in which demand fell as 
drastically as within the period 1926-33. 

Other small differences are that Means has twice the number of 
chemicals and drugs, although this is a small group in any case, 
and that Mills has more farm products. 

Reviewing in detail the changes by type of commodity, it is sur- 
prising that they are so few. The war period, of course, shows very 
great changes; rigid prices (Class 1) declined by one-half while 
Classes 2 and 3 gained correspondingly. Metals were a noticeable 
exception to this. It is interesting that the flexible (Class 5) items 
increased but little. Raw chemicals moved from moderately flexi- 
ble, 1890-1905, to rigid, 1906-13, and have remained there since. 
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There is a long-term trend throughout the entire period toward 
more flexible textile prices. 

Within the industrial groups the most significant difference be- 
tween Means’s and Mills’s items is in fuel and lighting: 19 per 
cent of Means’s fuels are raw as against 73 per cent of Mills’s; the 
flexibility, however, is similar, the reason being that Means’s fin- 
ished fuels are flexible (gasoline and kerosene). 

When the Means and Mills studies have thus been compared, 
it is seen that, excepting the war period, there have been no sub- 
stantial changes in the flexibility of quoted wholesale prices (as 
measured by frequency of change) since 1890. This sort of con- 
sistency over a period of forty years justifies the belief that the 
prices of finished goods were comparatively rigid long before 1890. 


Ill 


If Mr. Galbraith is correct, and I suspect that he is, in assert- 
ing that to most economists rigid prices signify “a condition of 
acute distress,” it would appear that the price system has been 
acutely distressed since 1890 and for an indeterminate period be- 
fore then. 

I do not suggest that these frequency distributions tell the 
whole story of rigid prices, but it appears conclusive that they do 
not prove Mr. Means’s interpretation. The view that increasing 
price rigidities have been the product of industrial concentration 
and technology may or may not be correct, but it has not been 
proved by statistics. It might be contended that, although the 
structure of prices may have been equally rigid in 1890 and 1930, 
the effect was more disastrous at one period due to the greater 
volume of transactions within the rigid classes. But no such argu- 
ment has been made and, since price rigidity is so closely associ- 
ated with finished goods, it would appear to have only a limited 
validity. 

Mr. Means speaks of “. . . . the widespread presence in our 
economy of inflexible administered prices which have produced 
highly disrupting effects in the functioning of the economy and 
which are largely responsible for the failure of a policy of laissez 
faire.” The point is, however, that laissez faire either never ex- 
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isted or never failed; laissez faire cannot pose both as the tradi- 
tional system and as the competitive system.® 


IV 


How are rigid prices to be explained? Whereas Mr. Means ex- 
plains rigidities by technology and economic concentration, Mr. 
Galbraith offers four’® reasons which present a somewhat different 
emphasis. Rigid prices are: (1) an aid to oligopolistic adjust- 
ments, (2) an aid to resale-price maintenance, (3) due to rigid 
costs, (4) due to monopolistic inertia. 

These four items, however, do not explain exactly the same 
thing, for there are two separate issues. Why is it possible for 
sellers to maintain rigid prices? Why do they desire rigid prices? 
The latter is, indeed, a difficult question, for to maximize current 
returns with changing demand, the changes in monopolistic price 
should be as frequent, though not as great, as would be the 
changes in competitive price.” 

Figure 3 suggests, since prices are flexible largely in raw mate- 
rials and rigid largely in finished goods, that there are important 
differences in the character of these markets. The differences in 
the buyer-seller relationship between the market for raw and that 
for finished goods include: (a) personal acquaintance and con- 
tact, (6) size of transaction, (c) servicing of product (sometimes for 
the life of long-term durable goods), and (d) the buyer of finished 
goods finds it more difficult to know the market and less worth 
while to study it extensively. 

The monopolistic device of differentiation of product can, in the 
nature of the markets, be more successfully applied in selling 
finished than raw goods. Servicing, in all its aspects, is a natural 
means of product differentiation which legislation can scarcely 

* See the extremely interesting comment by J. M. Clark, “but I concluded that 
laissez-faire really means whatever system and degree of control we have become so 
accustomed to that we accept it as natural” (Americen Economic Review [suppl.], 
March, 1936, p. 335). See Means, Sen. Doc. (74th Cong., 1st sess.), p. 1. 

*© Galbraith, op. cit., pp. 466-72. This may be an undue abbreviation. 


" Ibid., pp. 463-66. Galbraith gives a more elaborate statement of the possibili- 
ties and notes exceptions. See his references to Chamberlin and Robinson. But I 
doubt if rigid costs can be made to explain rigid prices. 
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control. It would help to have gasoline sold on specification in- 
stead of trade name, but this cannot end product differentiation. 
So long as Standard Oil can convince the buyers that a more cer- 
tain, more uniform service, including cleaner toilets, can be ob- 
tained at the Socony sign, the company will have succeeded in dif- 
ferentiating its products. An example is the case of animal vac- 
cines, which are government inspected under careful regulations 
to insure virility and which are, for the buyers’ purpose, identical. 
Nevertheless, individual sellers have been able to differentiate 
their product by trade names, advertising, and service features 
which give certain brands a trade acceptance not enjoyed by 
others. 

The very character of the retail market makes product dif- 
ferentiation and the possibility of price control a comparatively 
easy thing. There are, of course, extremely important instances 
where more flexible prices can be brought about by a change in 
public policy—railroad and public utility rates, and possibly 
wages and interest charges. But it appears to be questionable 
whether the great bulk of rigid commodity prices are the product 
of economic concentration and technology rather than the char- 
acter of the market. For example, the suggested revision of patent 
law, called for by Mr. Galbraith’s analysis, while desirable, would 
remove the forces making for price rigidities, it is believed, in a 
relatively small number of cases. 

If there is some validity in the suggestion that price rigidities 
are almost inherent in the nature of the market for finished 
goods,” then a further question is raised concerning the value of 
fighting industry to the last ditch in the struggle to maintain 
flexible prices in the other markets. The benefits of flexible prices 
may only tend to accrue to fabricators and middlemen at the ex- 
pense of producers in the earlier stages of production, and with- 
out bringing to the entire system the benefits envisaged in ortho- 


” A suggestion along the line of my general thesis is made by Donald H. Wallace 
in reviewing Arthur Robert Burns, The Decline of Competition. Said the reviewer: 
“It is conceivable that the degree of change in our ideas has been greater than the 
change in the facts, and that the book really represents ‘the decline of the idea of 
competition’ ” (Quarterly Journal of Economics, February, 1937, Pp. 379). 
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dox equations. Possibly this overstates the case, for there is no 
disposition to condone or justify rigidities, but it does seem that 
rigid commodity prices have been made the goat—due, possibly, 
to the preoccupation of economists with curve-crossing. The theo- 
retical position that resources would be fully employed if only 
prices were dropped enough neglects many consequences of falling 
prices in the actual organization of business. In particular, it 
neglects the series of problems which Mr. Keynes has called “the 
propensity to consume” and “liquidity preference.” It is, indeed, 
true that a depression is characterized by a general dropping of 
prices at the flexible end of the price scale and by a dropping of 
production at the rigid end of the price scale, but to conclude from 
this observation that production would not decline if only those 
prices were flexible is unwarranted. 

One need not accept all of Keynes to find in the changing rates 
of production, consumption, and investment, and their interplay 
upon liquidity preference, a profound source of instability, a 
deep-seated instability in the rate of investment which might be 
ameliorated but would not be eliminated by flexible prices. 





THE ORGANIZATION OF INDUSTRY AND 
THE THEORY OF PRICES' 


ARTHUR ROBERT BURNS 
Columbia University 


I. THE NEED FOR BETTER INFORMATION ABOUT THE 
OPERATION OF THE INDUSTRIAL SYSTEM 


HE sad state of our knowledge concerning the operation 
of the industrial system is beyond dispute. The system 
is widely criticized, but largely in terms of its failure to 
retain forever the gay vitality of youth. It has outgrown the 
nineteenth-century theory based upon the existence of competi- 
tive individualism. Half a century ago legislatures perceived 
tendencies in this direction but their response was to pass laws 
prohibiting it from growing up. Opportunities for the small man 
were to be preserved together with freedom for enterprise in the 
reduction of costs and the attraction of increased business as a 
reward. With the inherent contradictions in this policy the courts 
were left to wrestle. They decided that, where choice was neces- 
sary, the opportunities for enterprise should be preserved; “mere 
size is no offense,” although it may fundamentally change the 
market. More recently the economies of large-scale production 
have been most actively sought in the distribution of consumers’ 
goods where the inefficiency of many middlemen had been criti- 
cized. Here again the reaction of the legislature has been to seek 
to protect the small man. Discriminatory taxes have been levied 
on chain stores and the Robinson-Patman Act has been passed, 
also in response to pressure to prevent the growth of large units 
in the field of distribution. But basically the law rests upon ideas 
derived from that very competitive individualism that has 
brought about the elimination of the small man. In general terms 
the price advantages to large buyers must, under the Act, be no 
A paper presented to a round-table meeting of the American Economic Asso- 
ciation at Chicago, Illinois, in December, 1936. 
662 
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more than are justified by differences in the cost of such business. 
Proposals for dealing with basing-point systems have similarly 
been derived from theories born out of the conditions of a previous 
age. These governmental policies hamper in unpredictable ways 
those operating larger businesses and incur their resentment. The 
smaller business man and the broader public is disillusioned. 
None but the legal profession has cause for satisfaction. The lack 
of an adequate basis of theory upon which to base control was 
demonstrated upon the grand scale by the career of the National 
Recovery Administration. 

Competitive individualism was as short-lived in America as in 
Germany. Evidences of the emergence of monopoly capitalism 
began to appear in the seventies of the last century. But the evi- 
dence accumulated for half a century before economists were 
moved to reformulate the theory of prices more in harmony with 
existing conditions. Theories of imperfect competition resting 
ultimately upon the theory of monopoly (of which pure competi- 
tion is a limiting case) have, however, emerged during the past 
decade and are one of the most notable developments in economic 
theory. These developments of theory, equally with urgent prob- 
lems of public policy, call for more adequate analysis of the opera- 
tion of the industrial system. But theory cannot make great ad- 
vances without far more adequate data than are now available. 
Studies of the operation of individual industries are, therefore, 
seriously needed. 

This regeneration of interest in the analysis of production re- 
quires a reconsideration of the orientation of industry studies. 
Industrial studies during the last thirty or forty years have, in 
general, been very inadequate. For this inadequacy there is a 
variety of reasons. The segregation of the study of industry under 
the despairing title, “Trust and Corporation Problems,” has insu- 
lated it from contact with theory, while theorists have, perhaps, 
not been free from a lofty disdain of practical industrial problems. 
The state of theory and the objectives of social policy impelled 
discussion into an attempt to separate the black sheep from the 
white, the monopolistic from the competitive businesses. Even 
this separation was often made by implication, because of the 
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scarcity of data apart from that derived from litigation. Social 
policy itself, of course, was largely responsible for this scarcity. 
Out of fear of the antitrust laws business men took refuge in 
secrecy where possible, and otherwise in a language of ambiguity. 
The predominance of records of prosecutions of trusts among the 
sources of data also diverted energy into a sterile analysis of judi- 
cial rationalizations of decisions. 

In this setting studies of particular industries assumed a con- 
ventional pattern. They discussed mainly the technique of pro- 
duction and the organization of the industry. The technical proc- 
esses of production were described. The organization of the in- 
dustry was discussed in terms of the size and location of plants, 
the scope of ownership control (the size and extent of integration 
of firms), the organization of marketing, labor conditions, and the 
history of mergers in the industry. The purpose of these studies 
was never explicit or clear: they seem to have sought justification 
implicitly in a belief in “art for art’s sake.”’ The discussion of 
wages and possibly profits implied an interest in the functioning 
of the industry, but the aspect of its functioning most vital to 
theorists and purchasers, namely its price policy, received scant 
attention. 


II. THE DESIRABLE TYPE OF INDUSTRIAL STUDY 


A change of orientation is clearly necessary. The desirable di- 
rection of analysis can be stated briefly in terms of two interde- 
pendent requirements. The central objective of such studies 
should be the analysis of the behavior of prices. The methods of 
analysis should be aimed at facilitating the improvement of gen- 
eral price theory. Analysis of the behavior of prices means a gen- 
eralized explanation of the reasons why prices behave as they do. 
This explanation must, of course, run in terms of conditions of sup- 
ply and demand. 

If analysis begins from prices, these prices may be described 
at the outset by reference to characteristics such as the frequency 
and amplitude of fluctuations (or its obverse—the degree of their 
stability), their geographical pattern (more especially with refer- 
ence to the existence of basing-point or zone systems of pricing), 
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the differences in the prices of similar products sold to different 
types of buyers, and the behavior of the margins between the 
prices of vertically related products. They may also be examined 
to discover the incidence of changes in the cost of raw materials 
or labor, of taxation, and of improvements in methods of produc- 
tion, organization, and selling. All these approaches must, how- 
ever, be regarded as achieving no more than the posing of impor- 
tant questions worth investigation. Implicitly these approaches 
rest upon theories of prices arising out of competitive individual- 
ism. Stable prices, for instance, attract attention because of their 
improbability in the conditions to which nineteenth-century price 
theory relates. This type of beginning is useful in shaking faith 
in these price theories, provided it stimulates efforts to substitute 
a better theory. 

The primary necessity, therefore, is some broad framework 
within which price behavior can be analyzed in various industries. 
It must explain the relationship between the organization of pro- 
duction and distribution and the behavior of buyers and of prices. 
The theory of competitive individualism provided for this inter- 
relationship by the use of the categories of the entrepreneur, the 
competitive market, and the rational individual buyer. The un- 
suitability of these categories is now evident. But the logical 
foundations of the interlocked concepts of the entrepreneur and 
the market suggest the broad basis of a more realistic approach. 
The significance of the entrepreneur concept lay in its emphasis 
upon the concentration under a single hat of the functions of risk- 
ing capital and making price and production policy. It assumed 
the exercise of these powers in a social setting which stimulated 
attempts to maximize income and provided for its enjoyment by 
the individual. The concept of the competitive market assumed 
restrictions upon the field of influence of the entrepreneur suffi- 
cient to prevent attempts to maximize his income by the exer- 
cise of control of the market price. It implied also the absence of 
any inducement to seek the enhancement of his income by in- 
fluencing demand. The seller did not incur expenditure directed 
to influencing the appraisals made by buyers of the satisfactions 
from various ways of disbursing their income. The categories of 
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the entrepreneur and the market rest, therefore, upon analysis in 
terms of the distribution of various functions. While the particu- 
lar distribution implicit in the categories may be rejected, anal- 
ysis in terms of the present distribution of these same functions 
provides a basis for theoretical advance. 


A. THE DISINTEGRATION OF THE ENTREPRENEUR 


This approach, in terms of the distribution of functions, is im- 
plicit in recent analysis of the functioning of the corporation as an 
economic enterprise unit. But while the separation of ownership 
and control has been emphasized, there are many more steps to 
go. If the entrepreneur has been thus disintegrated, where are 
now located the various functions grouped under the word “con- 
trol’? What forces playing upon those exercising these functions 
will determine the nature of production and price policy? Shall 
we continue to assume that controllers seek to maximize their in- 
dividual incomes? If so will they, in so doing, be likely to bring 
about the most effective adjustment of the means of production 
to effective demand? Or must we make fresh assumptions con- 
cerning the motivation of directors and business executives? If 
so, what are these assumptions and what do they imply concern- 
ing the utilization of the means of production? These may appear 
to be questions of so broad a nature as to lie outside the scope of 
studies of particular industries. Yet they are fundamental to the 
understanding of policy in most industries, and only by synthesiz- 
ing the answers suggested by one industry after another can we 
discover whether there is any approach to realism in the contem- 
porary practice of regarding the corporation as a not too seriously 
modified kind of entrepreneur. 

Contemporaneously with the disintegration of the entrepre- 
neur, and largely influenced by it, other relocations of function 
have occurred. These relocations have been of three major types. 
First, there has been an enlargement of the area within a given 
industry in which the decisions of an entreprise unit as to prices 
and production are effective. In other words, the scale of produc- 
tion has increased. Second, the variety of activities within the 
scope of an enterprise unit has changed. The disintegration of 
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productive activities characteristic of the earlier stages of indus- 
trialization, when the major emphasis was upon the pursuit of the 
economies of specialization, has been replaced in considerable 
measure by a reverse movement of reintegration. Third, the func- 
tion of appraising anticipated utilities has been in part transferred 
from buyer to seller. The analysis of prices must be made in the 
light of the present pattern of arrangement of these functions. 


B. THE SCALE OF PRODUCTION 


The growth of the size of firms in relation to the markets in 
which they operate has been one of the major stimulants to the 
revision of general price theory. Attempts have been made to de- 
termine the level of prices where there are few or only two firms. 
These theories depend upon the seller’s estimate of the effect upon 
costs of slight increases in output, and upon revenue of slight in- 
creases of sales. Estimates of marginal costs depend upon esti- 
mates of the points at which slightly greater output would in- 
volve the operation of various units of the factors of production 
at more than the rate that is most efficient from the technological 
point of view. So long as every unit of every factor is capable of 
greater utilization and the price of raw materials would not have 
been raised if the demand for them had been greater, marginal 
costs fall. Unless marginal revenue would have fallen faster, in- 
creased output would be profitable. But, in fact, additional units 
of some factors, especially labor, would usually be necessary if 
output were greater. Frequently additional units of equipment 
are also necessary. Estimates of the additional costs of additions 
to output depend upon the way in which producers calculate 
them. Timeless curves consisting of a series of alternative “might 
have been’”’ situations cannot, moreover, be used in practice. 
Time marches in. Although the major equipment may not need 
extension if added output is planned, minor equipment may. 
This minor equipment may be durable. Within very short peri- 
ods, and limits which vary from plant to plant, added output 
might be attempted by “overworking”’ parts of the plant or labor 
force. Within longer periods such a policy may not be possible. 

The size of firms in relation to the market is even more impor- 
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tant in relation to calculations of marginal revenue. Here also 
the time period of calculation is important. It is sometimes said 
that business men take account of the possibility that increases 
in price will stimulate the investigation of substitute materials. 
The fewness of firms in a market also makes it impossible for 
firms to ignore the effects of changes in their production policy 
upon their revenues by way of the effect of such changes upon 
market prices. If open changes in prices are likely to be met im- 
mediately by rivals, sellers must choose between secret price- 
cutting and attempts to calculate the effect upon revenues of 
changes in price as well as output. This latter policy necessitates 
calculation of the elasticity of demand for the product generally. 
How are these estimates of elasticity made? Is there any reason to 
believe that they are biased in the direction of underestimating 
elasticity? How far is elasticity affected by the price policies of 
enterprisers engaged in processes nearer to the buyer? How far is 
it affected by the price policies of enterprisers producing commod- 
ities demanded jointly with that under consideration? How do 
sellers estimate the elasticity of demand for their own product, 
i.e., their probable share of the prebable future total market? 
How do conflicting estimates of these various matters work out 
in the market? Changes in price may affect the demand for their 
output by hastening the departure of firms from the industry. In 
what manner and under what conditions have firms departed 
from the industry? 

Finally, in the longer run, prices are influenced by the expansion 
of capacity by new or old firms. It is often said that business men 
now take account of the likelihood that prices above a certain 
amount will attract new investment. Such investment tenus to 
reduce the rate at which plants can be operated. Thus sellers may 
calculate marginal revenue over periods long enough to permit the 
expansion of the industry. Their estimates of the point at which 
such additional investment will occur are an important influence 
upon price policy, and the manner in which they are made may 
partly explain prices. But even where managers pursue the most 
profitable policy in the shorter run, that policy is influenced by the 
actions of those who introduce new investment. Theoretically in- 
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vestment is attracted when anticipated prices over the life of the 
firm or plant exceed anticipated average costs. But plants fre- 
quently have no determinate life; they are often in a state of con- 
tinuous partial renewal. Firms, still less, are regarded as having 
any particular expectation of life. Over what future period are 
prices and costs estimated? In calculating average costs over long 
periods for the purpose of determining the profitability of new in- 
vestment some average rate of utilization of plant must be as- 
sumed. How is this rate determined? How important an element 
in total costs are overhead costs? Upon what basis is obsolescence 
calculated? In other words, no full explanation of prices can be 
obtained without information concerning the rules by which busi- 
ness men are guided in calculations of average cost and, there- 
fore, profit or loss. Strictly speaking these are questions that 
arise wherever overhead costs are important, and are incurred in 
anticipation of continued production over long periods of time, 
irrespective of the number of firms in the market. They assume 
significant proportions, however, generally with increases in the 
size of firms. They are an application of the general principle that 
increases in the scale of production and the durability of the means 
of production, both physical and organizational, blur calculations 
of unit cost. The manner in which business men meet this diffi- 
culty is an important influence upon prices and an important 
subject for investigation. 

Analysis of the number of firms in a market raises two types of 
difficulty. On the one hand it is necessary to define the market 
in the geographical dimension, and, on the other, in the commod- 
ity dimension. Where the high cost of transportation and the 
wide distribution of markets and the means of production induce 
the decentralization of production, but the economies of large- 
scale production lead to a measure of local concentration, there 
may be a number of plants, although in any local market there 
may be relatively few sellers. There are, for instance, many ce- 
ment plants in the United States, but there are large areas in which 
the number of sellers in competition is few. These markets are 
somewhat interconnected upon a “chain” principle because there 
is a wide measure of overlapping in the market territories of the 
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various producers. These conditions are likely to lead to basing- 
point systems, the fuller investigation of which would throw much 
light upon conditions of price-making in industries of this type. 

Definition of markets in the commodity dimension has also at- 
tracted the attention of theorists interested in imperfect competi- 
tion. If physical homogeneity of products is made the basis of 
the definition of the market there is no more than one seller in 
each of a number of markets in which each make of automobile 
is sold. If assumed identity of utilities offered is the basis of defi- 
nition each brand of a “product” is sold in a separate market. 
Calculations of marginal revenue depend upon the assumed pref- 
erences of buyers for one brand or model over another. What is 
the basis of calculation of these preferences? 

Concentration of the power to make price and production pol- 
icy in a market, combined with the possibility of subdividing de- 
mand into classes with different elasticities of demand, suggests 
the profitability of discriminatory prices for identical products. 
Discriminatory prices can be maintained, of course, only if the 
sales in the low-priced market can be prevented from seeping into 
the higher-priced market. Such discriminatory prices have ex- 
isted in the aluminum, glass, and milk markets, as well as in the 
market for public utility services. The analysis of the causes and 
consequences of such policies is a prerequisite to the understand- 
ing of prices in industries where they occur. 

The foregoing discussion of the concentration of functions with- 
in markets implies that the concentration rests upon a basis of 
ownership (such as the development of large corporations). But 
concentration may occur, although more tenuously, without such 
a basis. The managers of corporations who are, from the legal 
point of view, able to make independent decisions concerning 
prices and output, may find it undesirable to exercise this power. 
They may accept the leadership of some other firm in the matter 
of prices. Allegations of price leadership, however, require care- 
ful scrutiny. Within what limits can the leader make policy and 
remain a leader? Does he lead only in making changes in open 
prices although actual prices are often secret and different from 
open prices? Over what periods in the past has the same firm initi- 
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ated changes that have been generally followed by rivals? A mere 
speedy acceptance by others of price changes initiated first by one 
and then by another firm is not evidence of leadership. Discus- 
sions of statistics of production and prices by trade associations 
or their managers, or by trade journals, may involve a partial 
concentration of some of the functions of making price and pro- 
duction policy. In these various ways a partial concentration of 
price-making powers may occur without a similar concentration 
of powers to decide upon methods of production. Analysis of the 
effects of this distribution of functions will help to explain the be- 
havior of some prices. 


C, THE INTEGRATION OF INDUSTRIAL ACTIVITIES 


The second aspect of the distribution of functions to which at- 
tention has already been directed concerns the variety of produc- 
tive activities falling within the scope of a single planning policy. 
This planning replaces the market as the means of effecting the 
larger co-ordination of economic activity. The discussion of inte- 
gration has suffered especialiy from a crudity of approach indi- 


cated by the use of such terms as “vertical,” “horizontal,” “‘col- 
lateral,” and “circular.”’ The principles of specialization and in- 
tegration are everywhere in conflict. The unintegrated enterprise 
unit would be difficult to define and more difficult to discover. 
The prevalence of integration, the forms in which it expresses it- 
self, and its consequences must be analyzed in every industry as 
an integral part of the explanation of prices. 

Vertical integration is a pattern of control covering activities 
related to each other in that the raw material of one is the finished 
product of another. Every enterprise controls more than one 
process defined in narrow terms. Vertical integration, of course, 
rarely results in control of a series of activities which can be visu- 
alized as lying along a single line. Developments back toward raw 
materials or forward toward the final buyer usually result in a fan- 
shaped pattern of development. First there is need of information 
concerning the actual shape of the field of influence of a single 
planning policy and especially of the differences from one enter- 
prise unit to another. Then causes and consequences must be 
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sought. Physical economies in the saving of energy in the form 
of heat, transportation, etc., may explain some degree of integra- 
tion, but at what point are such considerations outweighed by 
others and what are these other considerations? Vertical integra- 
tion may derive from attempts to escape monopoly prices for 
raw materials or to share in their profits. It may limit such monop- 
oly policies. It may curb price competition in types of activity 
nearer to the ultimate buyer. At least it tends to eliminate the 
market as a check upon the «fficiency of production at frequent 
stages on the way to the ultimate purchaser. Costs at each stage 
of production can be calculated only after arbitrary allocations 
have been made of the cost of functions carried on for more than 
one branch of activity, within which class at least some of the 
functions of management must fall. Where equally integrated 
firms compete, even though their costs may be similar, some may 
be more efficient in some stages and others in other stages. None 
may attain the lowest costs in every stage. On the other hand, 
however, vertical integration by enlarging the field of conscious 
rational planning may co-ordinate various types of economic ac- 
tivity more effectively than the kind of market that would other- 
wise be available. 

The types of integration other than vertical have hitherto re- 
ceived scant attention, as is indicated by the crudity of the termi- 
nology applied to them. Investigation of the underlying forces 
impelling integration is essential and may even supply a better 
basis for classifying and describing integration. Integration can 
often be traced to efforts to utilize to the full the resources applied 
to some one branch of activity, which may be that of sales pro- 
motion or management. Here also there are difficulties of defi- 
nition. Is retail distribution a single function or is the retail dis- 
tribution of tooth paste a function? In the latter event retailing 
is a widely integrated activity. 

One of the major consequences of integration lies in its tend- 
ency further to blur the concept of cost. It has been suggested 
that mass production blurs unit costs partly because of the num- 
ber of units produced simultaneously and partly because the pro- 
duction of units at different times is bound together, owing to the 
fact that some costs cover production over long periods. Integra- 





INDUSTRY AND THE THEORY OF PRICES 673 


tion blurs even the costs of different classes of goods. Few enter- 
prise units have an output completely homogeneous. They pro- 
duce different sizes, grades, and patterns of commodity, if not 
products differing still more widely. The calculation of both mar- 
ginal and average costs now rests also upon the allocation of costs 
between products. It has already been remarked that vertical 
integration presents this problem with regard at least to the cost 
of management. Where integration follows other patterns there 
is frequently a wider range of costs requiring al'ocation. 

Where machinery is transferable from the production of one 
product or style of product to another the quantities of the various 
products produced depend upon estimated costs of transfer and 
adaptation and upon detailed allocations of the total costs of 
machinery to particular products. In some branches of the engi- 
neering and textile industries the relative production and prices 
of a variety of products may be influenced by the basis of this cal- 
culation. Far more information is needed, therefore, concerning 
the policies of business managers with regard to such allocations 
of cost. 

The transfer of productive facilities from the production of one 
type of product to another may be regarded as integration in the 
time dimension. It is not, however, limited to transfers from the 
production of one established commodity to that of another. In 
most industries there have been changes in the physical nature of 
the product over long periods of time. Such changes are one of the 
ways in which sellers compete for the favor of the buyer. They 
may take the form of attempts to meet the buyer’s need more ade- 
quately, or to meet them less adequately (at a saving of cost), 
without his realizing until too late the error of his appraisal of an- 
ticipated utilities. Thus, on the one hand, there is need for anal- 
ysis of the manner in which the costs or savings resulting from 
changes in the nature of the output are calculated. On the other 
hand, there is need for analysis of the effects of these changes upon 
buyers. It is necessary to check the statement that while prices 
have remained stable or risen in some industries where there is 
reason to believe that the cost of producing an unchanged product 
has fallen, the purchaser has gained because he is “getting more 
for his money.” Is he getting more? If so, is it as much more as he 
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should get in view of the improving techniques of production? 
Has he had an opportunity to purchase the constant commodity 
at the declining price as well as the allegedly improved commodity 
at a higher price than the unchanging one? If not, why not? 
The integration of varying patterns of productive activity 
under a single planning policy, like the concentration of functions 
within a single market, is most simply conceived of on a basis of 
property control, e.g., of the organization of corporations von- 
trolling a variety of activities. But integration of some of the 
functions still conventionally associated with entrepreneurship is 
also secured without any property basis. We are too apt to accept 
one of the implied assumptions of the entrepreneur and market 
concepts, that entrepreneurs sell their goods on the market at the 
prevailing price and that ownership passes immediately and pos- 
session soon after. There are few industries in which goods are 
thus sold. Contracts of sale have been rapidly elaborated. The 
urge to medification has often been strong enough to induce the 
discovery of ways of surmounting legal obstacles placed in the 
way of elaboration. Distributors have been transformed into 
agents of the manufacturer, rather than buyers for resale on their 
own account. Provisions in sale and agency contracts for resale 
price maintenance, tying clauses, and conditional rebates in fact 
transfer some of the functions of the entrepreneur in a later stage 
of production or distribution into the hands of managers in earlier 
stages. The analysis of price behavior can be approached in 
terms of the new location of functions and the interests of those 
now exercising them. The substitution of leasing for selling goods, 
and especially producers’ goods, shifts the incidence of overhead 
costs and changes the pressures toward economical utilization, 
the basis of payment being a vital element affecting these reactions. 
Long-term contracts and guaranties against price decline can be 
analyzed in similar terms. In short, apart from the disintegration 
of the entrepreneur within the structure of the corporation, 
major functions affecting industrial policy can be and are trans- 
ferred by such devices from enterprises in one line of activity to 
those in another. The scope of managerial power varies from 
enterprise to enterprise. The extent of the functions of enterprise 
units, more particularly with regard to price and production pol- 





INDUSTRY AND THE THEORY OF PRICES 675 


icy, must be studied partly in the types of contract by which his 
output is disposed of and the means of production secured. Fur- 
thermore, there must be sought some explanation of the forces 
making for these relocations of function. They may lie in monop- 
oly elements on the other side of the market. These may be due 
to the fewness of sellers. But they may be due to vaguer types of 
concentration already referred to, such as trade-association activ- 
ities aimed at standardizing contracts of sale. These transfers of 
powers to determine price policy and the range of activities are 
not accompanied by transfer of control over the technique of pro- 
ducing the goods or providing the services. In this respect they 
differ from integration based on property control and necessitate 
separate analysis. 


D. SALES PROMOTION AND SIMILAR ACTIVITIES 


The third aspect of the relocation of functions referred to above 
is the partial transfer to the seller of the function of appraising 
the utilities of products to buyers. In other words, in many indus- 
tries, and especially in those selling consumers’ goods, sellers find 
it profitable to apply economic resources to efforts to influence the 


attitudes of buyers. They do not adjust to an assumed demand 
but they seek to change that demand. They endeavor to promote 
sales, and any tendency toward normal profits works out, at least 
partly, through the raising of costs rather than the decline of 
prices. Expenditure on sales promotion causes a different alloca- 
tion of the means of production from that likely under competi- 
tive individualism. The explanation of prices in such industries 
necessitates, therefore, an analysis of the causes influencing the 
cost of sales promotion and of the reasons for any expenditure 
on such activities. 

The costs of sales promotion are, however, difficult to segregate. 
The nature of a product may be changed in order to provide a 
peg upon which to hang advertising claims of superiority over 
rival products. The superiority may be real. Quality competition 
is reinforced by sales promotion. But the change may be merely 
a “talking point” for salesmen. What seem to be manufacturing 
costs are in reality partly selling costs. Style competiton is equally 
difficult to segregate from quality competition on the one hand 
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and sales promotion on the other. It is difficult to draw a sharp 
line between changes which improve the quality of the product 
and those which merely accelerate the obsolescence of stocks of 
goods already in the hands of consumers. 

The cost of style competition needs more penetrating analysis 
than it has yet received. Because from the point of view of manu- 
facturing it involves time integration similar to that involved in 
quality competition, it involves calculations of cost which are 
similar. It may involve also greater fluctuations in business in in- 
dustries affected by style, and also in industries from which they 
obtain supplies. 

But both sales promotion and style competition may also tend 
toward cost reduction. Where buyers like change, style sometimes 
limits the range of choice at any given time by prescribing limits 
on the subvarieties of products sold at any given time. Sales pro- 
motion may, by standardizing demand, increase the economies of 
large-scale production. These are all possibilities calling for veri- 
fication, and no doubt conditions vary from industry to industry. 

From the point of view of the buyer, both sales promotion and 
style competition may involve diminutions of satisfactions, both 
because of the price-raising tendencies of these policies and be- 
cause of their tendency to obstruct the rational spending of in- 
comes. Where style and quality changes are frequent, the ap- 
praisal of utilities becomes extremely difficult and burdensome. 
But at least style competition may make way for changes that 
in fact turn out to be improvements in quality. Changes in the 
aesthetic aspects of commodities may, moreover, yield a direct 
satisfaction. There is no justification for the argument that satis- 
factions of this kind should not be provided by the industrial sys- 
tem. It may, of course, be contended that opportunity to enjoy 
them is ill distributed owing to the general pattern of income dis- 
tribution and that a different distribution might place less em- 
phasis upon them. It is sometimes said that consumers obtain 
style at the expense of quality and especially durability. But sat- 
isfaction derived from changes in the aesthetic aspects of com- 
modities suggests the rationality of reducing the durability of 
products. The measurement of the satisfactions obtained from 
style changes is of course extremely difficult. 
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The relation between these types of rivalry and rivalry in prices 
also needs analysis. Sales promotion and style competition may 
arise out of the relative unimportance of price competition. Price 
competition may fall into decline because of fears of its conse- 
quences among sellers with large overhead and unemployed capac- 
ity. But it seems also to decline because of a lack of interest on 
the part of buyers. Conventional “price lines” have been estab- 
lished, for instance, in a number of branches of the clothing indus- 
tries. Rivalry remains, however, in sales promotion and also in 
matters of quality and style. But adjustments in the constitution 
of the garment are often necessitated, or made possible, by 
changes in costs. A rise in the price of cotton tends to bring about 
changes in the nature and quantity of the fabric used and the 
trimmings of the product sold at a stable price. 


Ill. THE NEED FOR PRICE DATA 


The study of industry beginning from the study of prices pre- 
supposes the existence of data concerning prices. At the present 
time economists using published series are often the jest of indus- 
trial specialists. The commodities for which price series are avail- 
able are sometimes of decreasing importance in the industries of 
whose price policies they seem at first sight to be an index. If the 
commodity continues to be important it may be defined in terms 
that permit wide changes in the attractiveness of the product to 
buyers or in the cost of production to sellers. The prices may be 
list prices which are subject to large and fluctuating discounts 
with the result that the series is no guide to actual prices. The 
prices may be collected from a few large firms and for that reason 
be unrepresentative of the actual prices. 

The improvement of information concerning prices is not a mat- 
ter merely of widening the scope of administrative action or of more 
intensive statistical effort, although both are needed. The problem 
of constructing price series that allow for changes in quality and 
style is one in the solution of which the economic theorist must 
co-operate. Individual research workers can undoubtedly con- 
tribute in designing series, but co-operation on a considerable 
scale is necessary to supply adequate data, and there is urgent 
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need for a large and expensive extension of the activities of the 
United States Bureau of Labor Statistics in reporting wholesale 
prices. In some fields there appear to be great difficulties in the 
way of adequate reporting. The calculation of a price for an “‘in- 
dustry” or “market” in which the products of different sellers 
vary presents a problem requiring the exercise of considerable in- 


genuity. 
IV. THE PROBLEM OF ORGANIZING RESEARCH 


These observations present questions concerning the organiza- 
tion of research along the line suggested. If the field of primary 
study is marked off in terms of “industries” there are obvious 
problems of demarcation. It has already been suggested that very 
rigid definitions of the market may narrowly restrict fields of 
study to individual firms. The integration of production, on the 
other hand, results in single enterprise units being concerned with 
a number of markets. The wider the scope of the definition of a 
“market” or an “‘industry”’ for the purposes of study the greater 
is the task of analysis. Fairly wide definition is desirable but the 
task of investigation is usually so large as to be beyond the reach 
of an individual worker. Special organization and financing is 
necessary. But there is an alternative method of approach. A 
particular aspect of price behavior may be studied comparatively 
in a number of industries or markets. Industries with basing-point 
systems may be selected for study in terms of the apparent causes 
of the adoption of such a method of marketing and its more im- 
mediate consequences. Even such studies tend to broaden out 
into studies of these industries as a whole, but they can be arbi- 
trarily limited. Such devices differ in their operation in different 
industries, but a knowledge of the nature of these differences and 
their causes can throw much light upon the working of the indus- 
trial system. Open price systems, resale price maintenance, sea- 
sonal prices, and various types of relationship between manufac- 
turers and distributors all suggest aspects of market operation 
that could be approached in this manner. Although many of these 
studies also require large-scale research activities, useful studies 
can be made upon the basis of carefully selected samples. 
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Vv. CONCLUSION 


Our knowledge of the operation of the organization for the pro- 
duction and distribution of industrial goods is woefully inade- 
quate. General price theory must, of course, remain general in the 
sense that it must be protected from developing into an unwieldy 
collection of information concerning particular industries. But 
it must also truthfully reflect the broader outlines of the outside 
world. At present, in spite of the efforts of theorists to modify 
general theory to take account of fundamental changes in the or- 
ganization of industry, general theory remains open to criticism 
in terms both of its doubtful general validity and its weakness as a 
basis for social policy. The remedy for this situation is not, how- 
ever, to cast all theory aside on the ground that it is too early to 
establish any general theory in relation to the operation of the 
present industrial system. Industrial studies based upon no the- 
ory are, of course, impossible. But industrial studies have been 
made upon the basis of assumptions never made explicit and 
which would appear naive if they were. 

Studies of industry should be oriented by reference to the best 
theories that can be established in the present state of knowledge. 
A basic uniformity of approach is necessary in order to facilitate 
the attainment of the ultimate objective of a generalized descrip- 
tion of the functioning of industry. 

The theory upon which the general approach is based must 
not, of course, be regarded as a framework into which the facts 
must be crammed even at the expense of their distortion. It is a 
set of tentative and interrelated assumptions to be tested. 

The desirable point of major emphasis in future studies is the 
explanation of prices. Prices seem to be the best starting-point 
for investigation because they offer a basis for the appraisal of the 
efficiency of the system. They are, of course, no more than the 
point of emphasis. The basic ideas out of which concepts of the 
entrepreneur and the market developed suggest a theoretical 
framework for industry studies in terms of the new distributions 
of function that are evolving. The location of the major functions 
concerning the making of price and production policy should be 
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sought out behind their legal facade. Information must then be 
sought concerning the influences affecting the way in which pow- 
ers so located are exercised. 

Effective research depends upon the availability of data and 
upon large-scale research activities. Means must be sought for 
reducing the secrecy with which data are now surrounded, and 
funds must be made available for its assembly and the improve- 
ment of methods of summarization. 

There should be constant mutual interaction between industry 
studies and the general theories by reference to which they have 
been organized. It is sometimes suggested that the integration of 
the results of the studies of different industries can be too speedy 
and that it should be postponed until some later date when more 
information shall be available. The principle of unripe time does 
not appear to be valid here. The time is always ripe for the inte- 
gration of separate industry studies in the sense of an attempt to 
embody their results in broad descriptions of the industrial sys- 
tem, just as it is always ripe for the rechecking of the new theory 
in particular industries. There should also always be kept in view 
the obvious fact that the subject of analysis—the industrial sys- 
tem—is in process of constant change. The description of condi- 
tions as they are should always be a prelude to an attempt to dis- 
cover how they came to be so, as well as the consequences of past 
changes. 

Competition has in the past been defined, if at all, in terms of a 
particular organization of industry. That organization has now 
so far diverged from the type essential to competition as formerly 
conceived that a better description of the organization of industry 
and of its functioning has long been needed. The suggested refor- 
mulation of the general theory of prices is proposed as a way of 
discovering how the system at present operates. If the concept of 
competition continues to be found useful in some modified form 
the nature of the modifications will be best described in terms of 
a statement of past changes in the structure and functioning of 
the industrial system. Thus will the nature of contemporary 
competition emerge. 





THE EFFECT OF THE SOCIAL SECURITY ACT ON 
THE LIFE INSURANCE NEEDS OF LABOR 
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UCH has been written recently concerning the effect of the 

Social Security Act on various phases of our complicated 

social and economic life. However, little has been said about 

the changes that the Act will make in the life insurance needs of labor. 

The purpose of this article is to discuss the effects due directly to the 

Act in its benefit and tax provisions rather than any arising indirectly 
from an increase in general taxation. 

It will first be necessary to describe the present insurance protection 
of the gainfully employed group that will be covered by the old-age 
insurance portions of the Act (Titles II and VIII). This is obtained 
chiefly from three different sources: industrial, group, and fraternal 
insurance. The first two are offered by insurance companies, while the 
third may be obtained from various fraternal and beneficial societies. 
Ordinary insurance is usually not available to this group because of the 
necessity of paying sizable premiums for the minimum amount of in- 
surance available ($1,000) and because agents selling this type usually 
do not bother going after such small amounts of business as may result. 

Industrial insurance is popularly referred to as “nickel-a-week 
insurance” since premiums are collected weekly and are five cents or 
multiples thereof. It was first offered in the United States in 1875 and 
has had a rapid and steady development since then, as may be seen in 
Table 1. The insurance in force has more than doubled every ten years 
until now there is more than eighteen billion dollars in force. The 
amount of insurance per unit of premium (five cents) varies with the 
original age of the insured, whereas in ordinary life insurance the 
amount of insurance is fixed and the premium is variable. Another dis- 
tinction between industrial and ordinary insurance is in the collection 
of premiums. In general, under the former the agent collects the premi- 
um each week at the home of the insured, while under the latter the 
premium is paid directly to the company. The primary purpose of 
industrial insurance is to provide for burial, and it is for this reason 
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that it is popular, since the American people have a great dread of 
pauper burial. 

Industrial insurance is often denounced for its high cost in providing 
protection. It is relatively expensive because of the high mortality of 
the class insured, as well as because of the high administrative expenses 
arising from the small door-to-door transactions. However, this objec- 
tion is more than counterbalanced by the fact that it provides sound 
and secure protection which otherwise might not be available for the 
working classes. 

Under fraternal insurance there originally were no formal contracts, 
the provisions for death benefits usually being in the by-laws of the 


TABLE 1 
AMOUNT OF INSURANCE IN FORCE IN THE UNITED STATES 
FOR VARIOUS TYPES OF INSURANCE 
(All figures in millions of dollars) 








Industrial] Fraternal} Group Year Industrial} Fraternal 
20 . 1910.....| 3,179 | 9,563 
144 ss 1915 4,432 | 8,604 
428 2,625 1920 7,121 8,879 1,662 
820 | 4,390 1925.....| 12,611 | 9,770] 4,299 
re 1,468 5,937 t 1930.....| 18,275 8,946 9,910 
1905......] 2,310] 8,150 18,298 | 6,183 | 10,503 
| 


Sources: J. B. MacLean, Life Insurance (1935), and Insurance Year Book, 1936. 
































* Not available. 

Tt No group insurance was issued until 1912. 
fraternal order. The premiums were often the same regardless of age, 
or else they were unscientifically graded. The size of the death benefit 
varied widely among the various organizations. It was possible for the 
rates to be raised at any time so that this usually resulted in an assess- 
ment plan with sharply increasing rates as the membership aged. As 
a result many fraternal: had great difficulties and were compelled to 
undergo drastic changes so as to be on a sound actuarial basis. Thus the 
rates had to be increased tremendously, and as a result many policies 
were dropped. 

Since fraternal insurance began its existence at the same time as 
industrial insurance, the two have been bitter rivals for the favor of the 
laboring classes. It may be seen from Table 1 that fraternal insurance 
had a much more rapid growth, but was later far surpassed by indus- 
trial. This is explained by the public’s distrust of old-line insurance 
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companies in the 1880’s due to the many failures shortly after the Civil 
War. However, with the failure or inadequacy of many fraternal insur- 
ance schemes due to unsound actuarial and financial policies, the con- 
fidence of the fickle public was again bestowed upon industrial insur- 
ance. Fraternal insurance grew very rapidly up to 1915, remained at 
about the same level until 1925, and has declined since then. However, 
it was not until after 1920 that industrial insurance in force was greater 
than fraternal, although now industrial is three times as great. 

At present much of the fraternal insurance is along the same lines as 
the ordinary business of life insurance companies, having formal con- 
tracts and adequate level rates. Thus it is scarcely more available to 
the working class than is ordinary insurance. 

At this point it might be best to mention the step-brother of fra- 
ternal insurance, assessment insurance which came into the field at the 
same time. The two were quite similar as to type of insurance, but as to 
purpose they differed greatly. Fraternal insurance was intended to fur- 
ther knit together the bonds of fraternal brotherhood, while assessment 
societies were organized for the sole profit of the organizer. As a result 
of the usual high-pressure salesmanship associated with this type of 
commercial enterprise, assessment insurance had a tremendous growth 
in the late nineteenth century and likewise a great decline shortly 
thereafter until at the present time it is a minor element in the insur- 
ance picture. 

While the two giants, industrial and fraternal insurance, were bat- 
tling for the favor of the working class, a newcomer in the form of group 
insurance came into the field, unheralded and unnoticed at first. At 
this point it should be mentioned that although there is rivalry between 
group and industrial insurance, this causes no conflict among the life 
insurance companies, because all of the companies handling industrial 
business also sell group. 

Group insurance fills a great need since it supplies sound protection 
at low rates. As the name implies, it is granted to large groups (at least 
fifty persons), these being the employees of a single employer. This is 
partially responsible for the low cost of group insurance since there is a 
great saving in expense in dealing with such large groups as a unit. 

Another reason for its low cost lies in the fact that insurance is on a 
term basis, so that upon cessation of service, except for disability, pro- 
tection is terminated. The amount of insurance for each individual is 
based upon one or more of several factors—wage, years of service, or 
position. Group insurance plans can be either contributory or non-con- 
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tributory, but most plans have employee contributions. Each em- 
ployee pays a fixed premium per $1,000 of insurance (usually sixty 
cents per month) regardless of his age. In contributory plans the em- 
ployee may elect whether or not he wants to come under the plan. The 
employer pays the difference between the employee’s contribution and 
the cost of insurance. Thus the employer pays little in the case of the 
younger workers and quite a lot for the older workers. In no instance, 
however, does the individual pay more than similar protection would 
cost him elsewhere and usually far less. 

Group insurance was first introduced in 1912 and has had a phe- 
nomena! growth since then, the amount of insurance now in force being 
over eleven billion dollars. This great increase, no doubt, was one of 
the factors in the decline of fraternal insurance, and it has probably 
absorbed much business that might otherwise have gone to industrial 
insurance. 

Not only does group insurance have a lower cost to the insured than 
industrial, but also the amount of insurance is considerably larger, 
averaging about $1,500 as compared to $200 for industrial. Thus in- 
dustrial insurance provides merely burial expenses, while group insur- 
ance takes care of this and in addition supports dependents for a year 
or more. However, group insurance has the disadvantage of termi- 
nating upon cessation of employment; but on the whole it provides far 
more adequate protection over the period when a worker has the most 
need for it. On the other hand, fraternal insurance, although providing 
benefits of about $1,000, has not always been dependable in the past. 
Therefore it would seem that group insurance provides the best protec- 
tion for the working classes. 

A recent development in life insurance for the working classes is 
“pay-roll-deduction” or “salary-allotment” insurance. This enables 
the employee to buy ordinary insurance by means of deductions from 
his pay. Since this is done by the employer for a number of employees, 
the savings in dealing with a large group to some extent counter- 
balance the extra expense of making frequent collection of small 
premiums. At present this type of insurance covers only a small pro- 
portion of workers, since only the most permanent employees, such as 
white-collar and skilled workmen, are eligible to purchase it on a 
voluntary basis. 

Industrial insurance, having successfully warded off the attack of 
fraternal insurance, is now engaged in a struggle with its younger and 
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sturdier rival, group insurance. Meanwhile still another aspirant for 
success has entered the field of battle this year. 

Title II of the Social Security Act provides a death benefit before 
retirement of 3} per cent of total wages earned since December 31, 
1936. After retirement the death benefit is the excess, if any, of 3} per 
cent of total wages earned subsequent to December 31, 1936, but before 
age sixty-five, over total annuity payments received. Table 2 shows 
the death benefit for persons dying after various periods of employ- 
ment with different average wages. Thus, for a $100-a-month worker, 


TABLE 2 


DEATH BENEFIT* UNDER TITLE II, SOCIAL SECURITY ACT FOR 
VARIOUS PERIODS OF EMPLOYMENT AND AVERAGE WAGES 





AVERAGE MonTHLy WaGcE 





$100 $150 $200 $250 


$ 42 $ 63 84 $ 105 
84 126 168 210 
126 189 252 315 
168 252 336 420 
210 315 420 525 





420 630 840 1,050 
630 945 1,260 1,575 
840 1,260 1,680 2,100 
1,050 1,575 2,100 2,625 
1,260 1,890 2,520 3,150 
1,470 2,205 2,940 3,675 
1,680 2,520 3,360 4,200 
1,890 2,835 3,780 4,725 




















* Assuming that no annuity payments have been received. If so, the amount shown would be 
reduced by the total amount of such annuity payments. 


t After 1936 and prior to age sixty-five. 


the death benefit would accrue at the rate of $42 for each year that the 
individual works, so that after five years the benefit would be as great 
as the average industrial policy. However, not for thirty or forty years 
would this approximate the average group policy. 

This provision of the Social Security Act should supplant much of 
the industrial insurance since it provides at least as adequate protection 
and since protection is acquired without any action on the part of the 
individual. In fact, whether he wants it or not, he gets it! 

The future trend of fraternal insurance will continue downward 
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because of the combined forces of group and incustrial insurance as 
well as the Act. 

The death benefits provision of the Act should have little, if any, 
effect on group insurance since it does not provide the same protection 
until the worker has been employed many years. In fact the Act will 
tend to supplement any group insurance protection since, as the em- 
ployee gets older, his insurance under the Act becomes of appreciable 
size, while his chance of losing his group insurance through termination 
of employment becomes greater. Thus, after the Act has been in opera- 
tion for a number of years, a man aged fifty may lose his job and there- 
fore his group insurance protection, but by then he will have built up a 
considerable death benefit. 

There is the potential danger that employers may not be able to 
support group insurance in addition to the taxes payable under the Act, 
although as yet there is little indication of this since over five hundred 
million dollars of new group business was written in 1936. On the other 
hand, a large railroad has recently discontinued its group insurance 
plan giving the increasing cost of social security legislation as the 
reason. In the future the gradually increasing impact of the taxes may 
have an appreciable effect on group insurance programs. 

From the standpoint of economics the partial replacement of indus- 
trial insurance by the Social Security Act is a desirable move since, as 
in group insurance, the handling of large groups results in lower admin- 
istrative expenses. However, industrial insurance will still be of social 
value in supplying protection to workers in non-covered employment 
as well as for dependents of wage-earners. 

In conclusion, it seems that group insurance and the Social Security 
Act will adequately take care of the life insurance needs of labor in 
the future. Industrial and fraternal insurance will play minor, sub- 
sidiary roles by providing burial insurance for children and other de- 
pendents as well as some supplementary insurance for wage-earners. 
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Economics of the Iron and Steel Industry." By CARROLL R. DAUGHERTY, 
MELVIN G. DE CHAZEAU, and SAMUEL S. Stratton. (University 
of Pittsburgh, Bureau of Business Research, Mono. 6.) New York: 
McGraw-Hill Book Co., Inc., 1937. 2 vols. I: pp. xxxiii+-578; II: 
pp. xx+610. $12.00. 

The excellence of this study can hardly be indicated in a brief re- 
view without seeming to make an intemperate use of superlatives. It 
is far more than cn industria: monograph or the record of an interesting 
chapter in our economic history. It is a penetrating exposition of the 
workings in microcosm of the modern economy in action, vividly fac- 
tual and searchingly theoretical in the same span of analysis. Its 
grasp, use, and interpretation of the masses of accounting data put out 
by steel firms, of the heterogeneity of available statistical materials, 
and of the welter of economic facts, including business men’s notions 
about facts, are in my judgment superb. 

The authors limit the scope of their inquiry to three topics: produc- 
tion and pricing problems, labor practices, and problems of industrial 
self-government. The interval of time covered is rarely more than the 
last ten years (except in chap. viii dealing with trends in production, 
capacity, etc.) and usually only the last four or five years, centering 
about the period of operation of the N.R.A. code. But the snapshot 
or cross section is microscopically examined. Every detail is given its 
full freight of theoretical economic meaning. 

Part I deals with the background of the study. It expounds the 
production pattern (plants, processes, products, etc.), the distribution 
pattern (outlets by type of product and by area, sales organization, 
markets), the pre-code labor conditions (wage rates, earnings, employ- 
ment, types of workers, company activities, etc.), and the provisions 
of the code with a detailed record of its operation and administration. 

Part II deals with production and pricing problems under the code. 
It analyzes the trends in production, in capacity, and in utilization of 
capacity, classified by product, by regions, and by degree of company 

*(See also article by Professor F. A. Fetter dealing with this study, supra, pp. 
577-605.—EbrrTor. } 
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integration. It pieces together the fragments of evidence on costs. It 
examines critically the details of profit and loss and balance sheet state- 
ments, especially such items as earnings, working capital, and profits. 
It pays particular attention to the impact of trade practices of the in- 
dustry upon competitors, fabricators, and middlemen. But the study 
reaches a climax of excellence in chapters xii, xiii, and xiv dealing with 
the basing-point system and the pricing of iron and steel. These should 
be required reading for all students of theories of value. 

Part III treats of labor conditions and labor relations under the code. 
It is primarily descriptive, especially its chapters on wage rates, earn- 
ings, hours of labor, employment, and living conditions. It closes, how- 
ever, with an unusually courageous account of antilabor company atti- 
tudes and activities. 

The study is better organized than many textbooks. Not only each 
chapter but many of the subdivisions begin with an explanation of ob- 
jectives and end with a statement of conclusions. A complete table of 
contents, repeated as subheads in the text, guides the progress of the 
argument. Incidentally there is also a splendid bibliography and index. 
But the most useful part of the study is Part IV, which gives a sum- 
mary of conclusions and an epilogue of recommendations. 

To attempt to suggest in brief compass the nature of these conclu- 
sions and recommendations is, of course, wholly impossible, but their 
flavor is apparent from the following verbal summaries: 


An f.0.b. mill pricing system [p. 1146] is antithetical to the interests of 
producers, discriminatory in its effects on consumers, and of dubious merit 
in the general economy . . . . any standard of fair price defined in terms of 
equality in the mill-net violates the economies of production and distribution 
of tonnage steel. .... The traditional attitude of the government, as it has 
been expressed in the anti-trust laws and by the Federal Trade Commission, 
is inconsistent with the economics of the steel industry, and therefore is in the 
long run doomed to futility. 

The question—how to obtain a fair price for steel—is not [p. 1120] to be 
answered by methods of price-quoting, the multiplication of basing points, or 
any artificial limitation in allowable variability in mill-net prices of steel. 
.... The formal trappings of a competitive price structure may be appended 
[p. 1121], but a fair price for steel and the elimination of preventable social 
waste can be assured under private ownership only if some form of social 
control can be made effective. A prerequisite to such social control is knowl- 
edge, primarily a knowledge of costs. Thus far the industry [p. 1148], secure 
in its own might, has preferred economic sophistry to the risks of impartial 
economic analysis, and the trade journals have battened on scraps of infor- 
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mation dropped by the trade and garnered from special studies and acute ob- 
servations. Behind the screen of undifferentiated, unauthenticated, and in- 
comparable data, the industry has conducted its affairs in fundamental 
secrecy. Knowledge cainot be deduced from unrelated facts, and the half- 
truths disseminated by partisans do not provide a basis for intelligent policy. 

Published prices [p. 1079] often represented the market only in the sense 
that they became the starting point for bargaining. 

Espionage, use of company police [p. 1077], abridgement of civil liberties 
and control of community politics contributed . . . . to labor control in the 
industry. 

The Code labor provisions [p. 1083] were the resultant or component of 
the pulls and pressures exerted by a powerful, experienced industry, by a less 
powerful, less experienced Government, and by weak, unprepared labor 
groups. 

Until they [the attitudes of the large, powerful steel companies and of the 
persons who control their policies] have undergone substantial alteration and 
revision [p. 1141], one may doubt that real democracy will replace fundamen- 
tal autocracy in the industry, or that labor peace therein will have a solid 
basis. 

For many years up to the Code period [p. 1150] the industry exercised 
unilateral control over labor, .... mainly autocratic or paternalistic and 
frequently harsh or repressive and destructive of those qualities of citizen- 
ship that are aspired to in a democracy. 

Only through organization [p. 1152] can the workers protect their interests. 
.... The logic of the industry’s operations is such that vertical rather than 
craft organization is called for. .... Collective bargaining should be on a 
national basis and not on a plant basis. 

The Code provided an opportunity [p. 1094] for the steel industry as a 
group to analyze and devise a solution for its problems. For the first time 
steel executives were at liberty to combine their experience on the formula- 
tion of enforceable trade practices. The industry [p. 1147] was given an al- 
most unrestrained grant of power to regulate its own affairs. These powers 
were not used to reduce price discriminations to a minimum and stimulate 
efficiency in production and distribution. .. . . The domination of a few con- 
cerns led to a vigorous control of the pricing mechanism, sometimes to the 
detriment of smaller members of the industry, often to the disadvantage of 
consuming industries and distributors. .. . . Industrial self-government [p. 
1148] can not be expected to protect the interests of industrial minorities, 
consuming groups or the general public without an assumption of revolution- 
ary change in the concept of economic statesmanship held by steel executives 
that is unjustified by human experience or by the evidence of the Code period. 


These passages must, of course, be read in their context. They show, 
however, the wide range of appeal of the study. Not only for those in- 
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terested in the iron and steel industry but for the economic historian, 
for the economic theorist, for students of the monopoly problem, over- 
head costs, and labor problems, for courses in business organization, 
marketing, and business policy, but above all for those concerned about 
the relations between business and government, these volumes pro- 
vide instructive guidance and indispensable case material. In my judg- 
ment they are a model of economic writing: squarely based on all the 
available business, statistical, and economic data unsparingly tested 
and exploited by the most incisive tools of theoretical economic anal- 
ysis; courageously objective and definite concerning implications for 
social policy. For statesmen professing to desire the preservation of 
democratic processes and of human liberties these two volumes should 
be required reading, for, so far as I know, no more impressive, even if 
depressing, record exists of the way in which the striving for general 
human welfare through the machinery of representative government 
still fails, even under the New Deal, to match the pressure of special 
groups for monopoly profit, even in so small a segment of the economy 
as the iron and steel industry. The task of civilizing organized eco- 


nomic power has hardly begun. 
THEODORE J. KREPS 


Stanford University 


The Trade Cycle: An Essay. By R. F. Harrop. New York: Oxford 

University Press, 1936. Pp. ix+234. $3.75. 

Mr. Harrod has not written an entirely new theory of the cycle, 
in the sense that he bases his explanation of the cyclical movements 
on factors which have so far not been utilized for that purpose. On the 
contrary, he uses a number of well-known factors, all of which—except 
the principle of cyclical change in the elasticity of demand (see below) 
—have found their place in the other theories of the cycle, and puts 
them together to form a closely reasoned theory.' In this sense his 
theory can be said to be eclectic. But this is by no means intended to 
be a criticism; it seems to me, on the contrary, to be the only possible 
procedure. As the author says in the Preface (p. vi), what he offers 
is an outline of a theory, not a fully elaborated account of the cycle, 
like, say, Pigou’s Industrial Fluctuations; but the outlined frame seems 


* As usual, he claims for his theory “‘indivisibility”’ (p. vi). But this is probably 
just an expression of (a very justified) paternal pride and not to be taken too 
literally. 
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to be sufficiently broad that by filling in the details and by adding 
illustrations it could easily be extended to that dimension. 

The cumulative nature of expansion and contraction is explained 
by what Mr. Harrod calls the “Relation” (that is, the so-called “‘accel- 
eration principle” of derived demand) and the “Multiplier.”” The in- 
teraction of the “Relation” and the “Multiplier” he calls the “central 
part of his theory” (p. 98). This he summarizes (for the contraction, 
but mutatis mutandis the summary holds also for the expansion) as 
follows: As soon as the downturn has occurred 


the rate of increase of investment slows down. This, in accordance with the 
Multiplier, entails a further slowing down in the rate of increase of con- 
sumption. This, in accordance with the Relation, entails an absolute fall in 
net investment. This, in accordance with the Multiplier, entails an absolute 
fall in income and consumption. This, in accordance with the Relation, en- 
tails that net investment is rapidly reduced to a very low level [p. 98}. 


This is the familiar description of a ““Wicksellian” process of con- 
traction.? Mr. Harrod does not realize, or at least does not say, that 
this interaction of “Relation” and “Multiplier” is not a new inven- 
tion, dating from the birthday of the word “Multiplier” (1931). It is 
in reality a common feature of almost all trade-cycle theory. The lack 
of any indication of this fact is unfortunate, because it conceals the 


continuity of thought in this field and creates or intensifies the impres- 
sion of deep-rooted dissensions between different groups (“‘schools’’) 
of writers which is so discrediting for the reputation of economists. 
This interaction of “Relation” and “Multiplier” has been traced by 
Wicksell and his followers, although in a quite different terminology 
(and with many elaborations which other writers do not accept). 
Professor Clark in his Strategic Factors and Professor Slichter in his 


?I find it, however, difficult to reconcile Mr. Harrod’s description of the inter- 
action of “Relation” and ‘‘Multiplier” with his outspoken aversion for using time 
lags in the explanation of the cycle. On p. 127 he points out that the ordinary 
monetary approach leads inevitably into “that treacherous and dangerous region 
where time lags are met at every turn.”’ Evidently he considers it a great advantage 
of his own treatment that it allows him to avoid these dangers. ‘‘Relation,”’ ‘“Mul- 
tiplier,” etc., all refer to the same period. ‘The logical theory of the multiplier 
holds good continuously, without time lag, at all moments of time.” (Keynes, Gen- 
eral Theory, p. 122.) But it would seem that ‘‘Relation’”’ and ‘‘Multiplier,”’ if in- 
terpreted so as to refer to the same period, would contradict one another. Mr. Har- 
red can avoid this only by introducing (implicitly) time lags: investment today 
entails consumers’ demand tomorrow, which, in turn, stimulates investment on the 
next day. 
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book Towards Stability lay great stress on this mutual stimulation of 
producers’ and consumers’ spending, of consumption demand and 
investment.’ The invention of the word “Multiplier” has not added 
to what we knew before. On the contrary, the peculiar definition given 
by Kahn and Keynes to the concept has reduced much of what they 
say about it to barren tautologies and has quite unnecessarily created 
an atmosphere of mystery around a comparatively plain fact.‘ Mr. 
Harrod’s analysis of the cumulative nature of contraction and expan- 
sion is very forceful (although perhaps a little overdone, especially 
for the contraction),’ and fortunately it can be interpreted so that it 
depends in no way on the Keynesian tautologies about the multiplier. 

How, then, is a process of expansion interrupted? Can it not tail 
off into a more or less lasting prosperity plateau? Is the downturn in- 
evitable? Mr. Harrod’s answer runs in terms of the working of what 
he calls ‘the three dynamic determinants.” He takes a very pessimistic 
view. Inevitably the dynamic determinants “‘decree” sooner or later 
a downturn and as soon as a recession has once got under way nothing 
can prevent it from reaching its bottom. 

The three dynamic determinants are: ‘‘(I) the propensity to save, 
(II) the shift to profit, and (III) the amount of capital used in pro- 
duction” per unit of output (p. 90).° In an advancing economy there is 
likely to be a shift to profits because of (a) the law of diminishing 
returns (which entails an increase in the ratio of marginal to average 
cost and (5) the diminishing elasticity of demand (p. 92). To the latter 
Mr. Harrod attributes great importance; it is his pet idea. During a 

3So does the present reviewer in his Prosperity and Depression, where other 
writers are mentioned who have contributed to the elaboration of this theorem. 

4 Compare, e.g., the treatment of the problem by J. M. Clark in his The Economics 
of Planning Public Works with Keynes’s chapter on the “Multiplier” in his General 
Theory. For a more detailed analysis see my note “Mr. Keynes’ Theory of the 
‘Multiplier,’ ”’ in Zeitschrift fiir Nationalékonomie, VII (1936), 299-305. 

S$ Harrod frequently says that after the “‘breathing space” (that is, a short 
interval at the upper turning point during which production is still kept up thanks 
to outstanding orders, although new orders have already begun to decline) has 
elapsed, it is impossible, by any policy whatsoever, even by a reduction of interest 
rates to zero, to prevent the recession from going down to its bottom (pp. 113, 142, 
179). But it is admitted that the bottom may be raised by appropriate measures 
(pp. 142, 179), and presumably the author would also admit that by raising the 
bottom it may also be advanced in time. Surely a recession which does not reach 
its bottom would be a remarkable phenomenon! 

6In the Béhm-Bawerkian terminology: the degree of roundaboutness of pro- 
duction. 
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general advance elasticity of demand tends to diminish, because, if 
people are better off they do not bother so much about small price 
differences (p. 20). Under imperfect competition this gives scope for 
increased monopolistic exploitation entailing a shift in distribution 
favorable to profit receivers; and this is likely to entail an increase in 
the rate of saving of the community as a whole. 

I find it extremely difficult to understand how the working of the 
three dynamic determinants “decrees” a slowing down and reduction 
of activity. This difficulty is due to the neo-Cambridge terminology 
in regard to saving and investment, which has thrown the discussion 
of these problems into a state of utter confusion. It has become very 
difficult to decide in this field (a) whether a particular statement in- 
volves a really material assumption about the real world (that is, about 
the behavior of individuals), or whether it is a purely “syntactic” prop- 
osition about the definition of certain terms’ and (6) whether and to 
what extent particular controversies are based on a divergence of view 
about material facts or only on a difference in language.* 

In what an unusual way the word “saving” is used, and how cau- 
tious one must be in interpreting any statement in which this term 
occurs, is well illustrated by a passage on page 72. Suppose that “after 
a period of low consumption, the rate of replacement must rise if that 


level of consumption is to be maintained (the beginning of the revival). 
This involves an increase of net investment—unless, which is unlikely, 


7 This distinction is here used in the sense in which it has been made quite clear 
by “Logical Positivism’’ (Wittgenstein, Carnap). It should, however, be noted 
that the fact that a proposition has been arrived at by purely logical (tautological) 
derivation from some other proposition, by no means in itself reduces this derived 
proposition to a tautology, so long as there are “‘material’’ propositions among the 
premises. On all this compare F. Kaufmann, Methodenlehre der Sozialwissenschaften 
(Vienna, 1936), passim, and esp. pp. 278-70. 


§ The epistemological aspects of these neo-Cambridge procedures have been 
discussed by Professor Leontief, “Implicit Theorizing: A Methodological Criticism 
of the Neo-Cambridge School,”’ in the Quarterly Journal of Economics, LI (February, 
1937), 337-52. I should, however, like to say that in my opinion Professor Leontief 
has not quite correctly characterized the mistake which he criticizes. For concrete 
instances of such controversies see the discussion between Mr. Harrod on the one 
side and Mr. Robertson and the present reviewer on the other side regarding 
“Expansion of Credit in an Advancing Community,” Economica, August and 
November, 1934, and February, 1935. Further discussion in the columns of the 
“Book Supplement” to the Economist in October and November, 1934, and the 
discussion between H. Neisser and R. F. Kahn in the Review of Economic Statistics, 
1936. 
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the depreciation allocations are simultaneously raised in proportion.” 
Since according to Mr. Keynes’s new terminology, which Mr. Harrod 
adopts, savings must be equal to investments,’ he asks, “‘where the in- 
creased necessary savings come from.” His answer is as follows: 


New investment begins as soon as those engaged on the replacements 
begin to earn money. For a few days the whole of the new net investment 
may be financed by the savings of those who receive that money; before 
they begin to spend the money they save what they receive. That cannot 
last for long; the new earners will soon hurry off to the shops and begin to 
spend that money .... [p. 72]. 


Surely, it is a strange usage of language to say that not those who pro- 
vide the money for new investment—the banks or private corpora- 
tions who have accumulated cash during the preceding depression or 
some people who save a part of their current income—finance the new 
investment, but those who receive the money. Difficile est satiram non 
scribere! Suppose the workers who receive the money do not save in 
the ordinary sense of the word. They spend their new earnings in 
exactly the same way as they always spend their income, on consump- 
tion—viz., during their income period, say during a week. Neverthe- 
less they keep the money in their pocket a few days, for the simple 
reason that income does not come in continuously.” In that case, the 
workers are said to “save.” I do aot know whether Mr. Harrod has 
realized all the consequences of this terminology and whether he is 
prepared to accept them. Suppose a stationary economy with no net 
saving and investment. Everybody who receives money on the first 
of the month and spends it gradually until the last must then be said 
to save when he receives the money and presumably to dissave when 
he spends it. Then the words “receiving income” and “spending” it 
are replaced by the words “saving” and “dissaving.”’ But it would 
still be necessary to have a term for saving proper. 

To return to the case where the money has been newly created by a 
bank. Can there be any doubt chat it is better to describe things in 
the old-fashioned way, by saying that this investment is financed by 
new money, that there is no saving corresponding to it? But Mr. 


*In reality savings and investment are identical, i.e., interchangeable, terms, 
although they are treated as distinct phenomena. (Cf. General Theory of Employ- 
ment, Interest and Money, p. 62.) 


” If all the money would be spent immediately, without delay, its velocity of 
circulation would be infinite. Such an assumption would be tantamount to the 
assumption of a barter economy, because a money economy with infinite velocity 
is unthinkable. 
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Harrod hails it as a great discovery of Mr. Keynes’s to have shown 
that savings must be equal to investment (p. 68). He does not see 
that this identity is not a discovery but the result of a terminological 
convention, and he seems not to be aware of the further terminological 
consequences of this convention." 

Fortunately, although it is difficult to understand how the dynamic 
determinants “decree” a downturn,” there is a later passage which 
(if I understand correctly) repeats the main thesis in plain English, 
without the use of the neo-Cambridge jargon: 

.. in a revival consumption grows at a rate that cannot possibly be 
maintained. At the outset the slack of human capacity available for work 
is greater than that of capital equipment, since the former has been main- 
tained and grown at its normal rate during the slump, while the latter has 
not. After the revival has proceeded a short distance therefore, the demand 
for capital goods arising out of the (abnormally high) prospective increase 
of consumption stands at a level at which it cannot be maintained. The in- 
crease of consumption must slow down, once a considerable proportion of 
the unemployed is taken back into work. Consequently a point is bound to 
come at which the volume of orders for additional capital goods, which it 
appears profitable to give, is reduced, and this, in accordance with the 
foregoing reasoning, spells a major depression [p. 165]. 


With this the reviewer is in hearty agreement, since he himself has 
suggested’; that it is very difficult to avoid this type of maladjustment 
at the end of a cyclical upswing (if the latter has not been interrupted 
already at an earlier point of its development by some other malad- 
justment brought about by the boom itself or by an external disturb- 
ance). 

Mr. Harrod’s treatment of the monetary aspects of the cycle I find 
rather confusing, even though there are many passages which are very 
illuminating. The fog created by the neo-Cambridge scholasticism 
about saving, investment, hoarding, velocity of circulation, is very 


™It may very well be that those who speak of a discrepancy between savings 
and investment have been guilty of using their terms inconsistently. But that in 
no way alters the fact that they mean a very real and very important fact by such 
a discrepancy. It sounds a little naive to try to refute the ‘‘classical” theory of 
interest by pointing out that it presupposes the possibility of a discrepancy between 
saving and investment (since the rate of interest, according to the classical theory, 
brings saving and investment into line), and that savings and investment must be 
equal by definition. 

"T suspect that a close analysis would reveal that the determinants do not 
“decree,” that is “‘cause,”’ the downturn, but imply it by definition. 


3 See my book, Prosperity and Depression, chap. x, sec. 5. 
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dense in this sphere and has much obscured the most primitive rela- 
tionships. Mr. Harrod makes a strong effort to understand the quan- 
tity theory approach represented, e.g., by Mr. Robertson. He has, 
however, not quite succeeded in clarifying the relationship between his 
theory and the theory which describes the cycle in terms of hoarding 
and velocity of circulation, although he very shrewdly and, I think 
quite rightly, remarks “that this [his] doctriue of trade fluctuations is 
itself the theory of velocity. Those forces which have been enumerated 
.... Cause the velocity of circulation to be what it is” (p. 126). He 
lays great stress on the fact that prices usually fall with falling out- 
put during the downswing of the cycle and rise with rising output 
during the upswing. This, he says, is a paradox which calls for a special 
explanation (p. 41). The obvious conclusion is that money either dis- 
appears or ceases to circulate against goods. He analyzes why that is 
so and where the money gets stuck. “Part of the money... . will 
have been shifted from being circulating medium proper to being a 
capital asset” (p. 133). Clearly that means that it is hoarded. Perhaps 
those who first fail to spend part of their income or amortization quotas 
on real goods “will try to exchange it for some more remunerative 
capital assets” (p. 133). Then the seller of those assets must keep the 
money (or use it to repay bank loans) or else demand for goods (invest- 
ment or consumption) would rise again.“ In other words, the money 
must be hoarded by somebody, e.g., by firms who fail to reinvest their 
amortization quotas (or to spend their profits, if there are any). But 
for some obscure reason Mr. Harrod does not like this conclusion, 
although several times he comes very near to it. Hoarding and ve- 
locity of circulation are taboo with the neo-Cambridge economists; 
they fail to see that their own theory can be expressed in those terms. 

But this is enough of criticism, although not all the objections that 
could be raised have been mentioned. I do not want to create an im- 
pression of condemnation, for Mr. Harrod’s book seems to me an 
extremely important piece of work. It is very well written and breathes 
a deep sense for the responsibility of the economist in dealing with this 
crucial problem of our present individualistic economic system. It con- 
tains many interesting suggestions and brilliant formulations on a 
great number of topics, especially in the last chapter on “The Ques- 
tion of Remedies.” The remedy which Mr. Harrod advocates is public 

™ Another theoretical possibility would be that a chain of transactions of old 
capital assets, e.g., on the stock exchange (the “financial circulation” of Mr. 
Keynes), absorbs the money. But this would seem to be quantitatively unimportant 
and Harrod does not mention it. 
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works, which must, he insists, get started during “the breathing space”’ 
—that is, immediately 2“ter the boom has passed its peak. His pre- 
scriptions for policy follow from his diagnosis of the forces which in- 
terrupt the boom and usher in the depression. This diagnosis seems to 
me to be too narrow and exclusive. It allows for only one type of 
maladjustment, while to my mind the boom is capable of breeding 
very different, even opposite, kinds of malproportions. The process of 
contraction may be in the main features always the same, but the 
cause by which it is initiated need not be and probably is not always 
the same. Therefore the policy called for at the moment when the 
boom is reaching or has passed its peak can hardly be invariably 


identical. 
GOTTFRIED HABERLER 


Harvard University 


Prosperity and Depression. By GOTTFRIED VON HABERLER. Geneva: 
Economic Intelligence Service, League of Nations (Columbia Uni- 
versity Press, 2960 Broadway, New York City), 1937. Pp. xv+ 363. 
$2.00. 

This compact theoretical treatise on business fluctuations is ad- 
mirably fair in the discussion of existing theories which makes up its 
first part. (Dr. Haberler seems to be almost completely free from the 
contemporary curse of being unable to understand what other people 
are saying.) The second part, devoted to synthetic analysis, is superbly 
organized and doctrinally very well balanced. Dr. Haberler has plainly 
exerted himself more to be right than to be different; yet the careful 
reader will find in the book a number of fresh and important positive 
contributions. 

The first part, as Dr. Haberler points out, is aimed rather to show 
the traits of the various types of theories than to give a history of cycle 
theory or a series of abstracts of the views of all important individual 
writers, though it does incidentally contain excellent accounts of dif- 
ferent people’s theories. In particular, the exposition of Professor Ha- 
yek’s doctrines (under the head of “Monetary Over-Investment” [pp. 
32-67, passim]) seems to the reviewer much more lucid than Professor 
Hayek’s own statements. The analysis of the “purely monetary the- 
ory” (Hawtrey) and monetary overinvestment theories is fairly full; 
the other theories are much more quickly disposed of, being treated 
largely as sources of additional elements to be fitted into the previous 
scheme. There is very little in this part which is open to challenge. The 
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extensive use of “Vienna school” terminology, however, inflicts some 
unnecessary inconvenience on the reader. 

After a preliminary chapter on the “Definition and Measurement of 
the Business Cycle,” the second part proceeds to the two central chap- 
ters of the book. The first of these gives a parallel account of the ex- 
pansion process and contraction process, paying particular attention 
to the differences made by the level of employment, to relations be- 
tween money and saving, and to the “acceleration principle.” The 
monetary analysis of this chapter is somewhat handicapped by the use 
of “cash transactions” rather than “‘cash balances” terms, which results 
in some ambiguities, especially as to the meaning of “hoarding.” The 
second of these chapters then gives a parallel account of the upper and 
lower turning-points. Its arrangement is novel and very suggestive. 
It begins, in studying both downturn and upturn, by asking what sort 
of influences will tend to reverse a movement under way, and then pro- 
ceeds to inquire how far the sensitivity of the system to such influences 
increases as the movement proceeds; finally it examines the question 
how far the movement itself sets up such influences. One might like to 
see a further section added to the discussion of the upper turning-point, 
devoted to the question as to what sort of adjustments (if any) would 
make it possible for production and employment to level off rather 
than fall away again after a high level was reached. 

The last chapter of the book examines “International Aspects of 
Business Cycles.” Here Dr. Haberler no longer has such a rich litera- 
ture to draw upon, and much of the analysis grows out of his own work 
in the field of international trade. Some of the results are extremely 
interesting—in particular the conclusion (p. 330), that if several coun- 
tries base their currency units on that of another country, setting up an 
exchange standard, “an upswing (or downswing) starting in a reserve 
country will be likely to spread more easily to other parts of the world 
and go farther than it would under gold-standard conditions,” while 
disturbances arising in the exchange-standard countries will not spread 
readily. If correct, this suggests that the ideal world-standard might 
be sterling exchange! Another inference (p. 341), that “‘under free ex- 
changes without capital movements there will be no tendency for pros- 
perity or depression to communicate itself from country to country,” 
is almost equally suggestive, but seems somewhat unplausible. If pros- 
perity in the United States raises the prices of farm products and min- 
erals relative to manufactures, can free exchange rates prevent a similar 
movement of relative prices in Canada and Mexico? And will not such 
a movement of relative prices contribute to prosperity in these coun- 
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tries? In any case, whatever may be thought of the accuracy of its 
minor details, Dr. Haberler’s examination of these problems marks 
real progress in the treatment of the subject and is very welcome. 


A. G. Hart 
University of Chicago 


Theorie der Landwirtschaftskrisen. By ERNst LAGLER. Vienna: Oster- 

reichischer Wirtschaftsverlag, 1935. Pp. 190. Rm. 7.50. 

This book gives a welcome survey of some of the many explanations 
offered by economic theory for the character, the causes, and the con- 
sequences of agricultural depressions. We find explanations for three 
main depressions of European agriculture during the nineteenth cen- 
tury by a number of economists. Foremost among them is the theory 
of structural changes and evolution of world-agriculture as a cause of 
depression by A. F. Schiiffle. We find also a survey of the historical- 
realistic approach (Sering, von Dietze, Beckmann, Brinkmann) and 
the judgment that it did not succeed in building a useful theory al- 
though it contributed to knowledge of depressions. The author deals 
also with the Marxian explanation and with monetary interpretations 
of agricultural depressions. This first and certainly the best part of the 
book, though not rich in new ideas, is the introductory part, while 
the author devotes the second “constructive” part to the endeavor to 
contribute a totalitarian theory of agricultural depressions. He derives 
his philosophy from Ottmar Spann and tries to prove that agriculture 
is an integrating part within the entity of the social and economic setup 
of nations, and that any changes in either sphere of society may serve 
as causes for agricultural depressions. Agricultural depressions are ex- 
plained as phenomena of recession of structural changes happening 
irregularly and “but once” within the “economic organism” of agri- 
culture. The ensuing new and “constructive” theory consists, to the 
reader’s great surprise and disappointment, simply of an enumeration 
of a larger number of potential causes supposed to be responsible for 
such agricultural depressions. Changes in the growth of population, 
changing trends of consumption, changes in the purchasing power of 
money, changes in the agricultural system, and, finally, technical 
changes, are recorded. 

The pretentious and self-reliant attitude of the author seems rather 
unwarranted in view of the complex problems surrounding the theory 
of agricultural depressions which has fascinated the best brains in 
economic theory for one and a half centuries and which keeps an in- 
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creasing number of scholars busy. It obviously never suggested itself 
to the author that it is worth while to ask whether agricultural depres- 
sions are related to the normal business cycle, whether they aggravate 
the cycle or, perhaps, are responsible for its generation, whether they 
have anything to do with the long cycles or whether they are inde- 
pendent of all of them. No wonder that no mention is made of scholars 
who made important contributions to this chapter in agriculture and 
the business cycle or who undertook to build complete theories on the 
generation of agricultural cycles. No mention is made of A. Aftalion, 
A. P. Andrew, H. Belshaw, H. Dietzel, R. H. Hooker, J. H. Kirk, 
N. D. Kondratief, C. Juglar, W. C. Mitchell, Mannstaedt, H. L. 
Moore, W. M. Persons, S. A. Perwischin, A. C. Pigou, P. G. Wright, 
W.S. Jevons, H.S. Jevons, D.H. Robertson, or Timoshenko. Such omis- 
sions—and what is much worse, the lack of knowledge about the most 
important literature—are unpardonable, especially if an author at- 
tempts to write a comprehensive historical survey of the theory of 
agricultural depressions and to analyze the achievements critically, and 
ends in suggesting a totalitarian theory of his own as a substitute for 


all the others. 
KARL BRANDT 


New School for Social Research 


Business Cycles and Forecasting. By Etmer C. Bratt. Chicago: Busi- 
ness Publications, Inc., 1937. Pp. xiii+-501. $3.50. 

With gratification we note the appearance of a general text in busi- 
ness cycles. It took courage to gather into one book materials on trends 
and seasonals, business-cycle theory and history, characteristic cycle 
patterns, stabilization plans, business barometers, and forecasting. It 
took even more courage to include a chapter on the desirability of 
cyclical movements, especially when there is none on the disastrous 
social effects. 

With the suggestions of J. M. Clark as a cue, the author undertakes 
the challenging task of classifying the various business-cycle explana- 
tions into originating causes, conditions underlying the business re- 
sponses, self-reinforcing business responses, and self-limiting business 
responses. That the placements are not always happy does not detract 
from the value of the effort, if they be considered as illustrative rather 
than final. In particular, the position given to the expansion and con- 
traction of credit is not clear. Had the factual chapters concerning 
business-cycle history and barometers been written first, and had the 
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theoretical chapters been more closely co-ordinated with them, this 
factor might not have been so cavalierly treated. Credit is assigned 
more importance in the historical and statistical, and even in the sta- 
bilization chapters than in the author’s theory. 

Moreover, the central problem of the business cycle is never squarely 
faced, why all industries must go up and down at once. Vague refer- 
ence to the magic of “confidence” and “interdependence” are the au- 
thor’s only suggestions along this line, and they are hardly a contribu- 
tion. If to his classification of causes he should add “correlating 
causes,” he might find a more satisfactory place in which to discuss the 
neglected question of credit. 

Many readers will be made uncomfortable by the insistence upon 
the role of moderate business cycles in promoting economic efficiency. 
The inefficiency which is alleged to need a periodic breaking-up is 
threefold, and includes the survival of processes which have become 
obsolescent, the persistence of new undertakings which were never jus- 
tified, and the “inefficiency of labor in prosperities.” No attention is 
given to the other side, namely, the discouragement which insecurity 
gives to long-range management planning and the encouragement 
which insecurity gives to the lump-of-work theory, perhaps the chief 
source of labor inefficiency. 

The book is encyclopedic in its coverage, and intense in its style. 
There is nothing thin about it. No statistical series, no theory, no sta- 
bilization plan is mentioned without a comment, usually sound, upon 
its significance. Business Cycles and Forecasting will serve as a suitable 


reference and text for many years. 
EpGar Z, PALMER 


University of Kentucky 


Etudes d’économie sociale (Théorie de la répartition de la richesse sociale). 
By Leon Wa ras. Edition définitive, edited by G. Lepuc. Paris: 
R. Pichon et R. Durand-Auzias, 1936. Pp. viii+488. 

Etudes d’économie politique appliquée (Théorie de la production de la 
richesse sociale). By LEON WALRAS. Edition définitive, edited by 
G. Lepuc. Paris: R. Pichon et R. Durand-Auzias, 1936. Pp. 499. 


Students of Walras will be grateful to Professor Leduc for the second 
and definitive edition of these two works, the first of which was pub- 
lished in 1896 and the second in 1898. As Professor Leduc explains in 
brief prefaces to these volumes, the more important changes incorpo- 
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rated are the inclusion of the Souvenirs du Congrés de Lausanne, in the 
first book, and a photograph of the founder of the Lausanne School in 
the second. In both volumes misprints have been corrected and minor 
corrections incorporated, the second volume containing a page of 
errata (p. 496) prepared by Walras himself before his death. 

The Souvenirs are among the earliest of Walras’ contributions to 
economics, preceding even his Théorie critique de limpét, which was 
published in 1861, immediately after the author’s participation in the 
proceedings of the International Congress on Taxation, which was held 
at Lausanne in 1860. That Congress may be said to mark the beginning 
of Walras’ university career, for there he attracted the attention of M. 
Louis Ruchonnet, who, ten years later, became the chief of the depart- 
ment of public instruction, and in that capacity went to Paris to induce 
Walras to compete for the chair of political economy which was being 
founded at the University of Lausanne. It was an open competition, 
a jury was named, and Walras submitted his writings. As he tells us 
in his (unpublished) biographical notes, the jury consisted of seven 
men: three laymen and four professors. The former were favorable to 
him, the latter were definitely opposed. One of them, Professor Da- 
meth, of Geneva, declared, however, that while he cared as little for 
Walras’ ideas as did his colleagues, yet he believed that in the interest 
of science they should have a hearing, and for that reason gave Walras 
his vote. The nomination was made and Walras started off on his 
academic career. 

The publication of these two volumes was made possible through the 
generosity of Mademoiselle Aline Walras, whose sacrifices in behalf of 
her father’s scientific heritage are hardly known even to close students 
of Walras. It is to be hoped that the response of economists to these 
publications will be such as to justify the efforts of Mademoiselle Wal- 


ras and of Professor Leduc. 
HENRY SCHULTZ 


University of Chicago 


Economic Thought and Its Institutional Background. By Harvey W. 
Peck. New York: Farrar & Rinehart, Inc., 1935. Pp. 379. $3.00. 
This book attempts to explain, by correlating economic theory and 

industrial history, “how various types of economic thought came into 

existence.” Of course, other works in the history of economic thought 
have paid some attention to the institutional background underlying 
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the development of economic theory, but Mr. Peck emphasizes the 
factors of industrial history and changing institutions more heavily 
than other writers. Indeed, he seems to attempt to trace a direct cause- 
and-effect relationship between these factors and the types of economic 
theory which developed in different times and places. 

For the purposes of this book, the usual classification of the agents 
of production into land, labor, and capital seemed too vague and ab- 
stract. Thus, other factors are recognized, such as government; trade, 
exchange, and commerce; money, banking, and credit; commercial 
ethics, honesty, usages, and traditions; invention; division of labor; 
and mind or intelligence. At each stage in the development of indus- 
trial history and economic thought, some one of these things tended to 
be the scarce or limiting factor and its owners or representatives usually 
became the dominant economic, and even political, class of that age. 
As a result, economic theory came to be written largely in terms con- 
sistent with the interests of this dominant class until industrial condi- 
tions changed and a new factor became scarce or limiting. 

In the Middle Ages, government, or law and order, was the limiting 
factor, represented by the nobles and clergy. The churchmen alone 
were really literate and they eventually developed a considerable body 
of economic doctrine based on theology. The crucial points in the 
canonist doctrine were therefore the condemnation of avarice, wealth- 
seeking, and usury; the emphasis of status or class in economic life; 
the emphasis of ethical considerations, value in use, and the moral 
qualities of buyers and sellers; and the notion of the just price. At other 
times, other factors became limiting, such as trade and commerce un- 
der the mercantilists, capitalistic methods of agriculture under the 
physiocrats, and the capitalist-enterpriser under the classicists, and in 
each situation an appropriate type of economic theory was developed. 

Mr. Peck gives more space than many writers in the field to modern 
developments in economic thought, such as the newer capitalism, wel- 
fare economics, institutionalism, and collectivism. This seems particu- 
larly noteworthy in view of the probability that it is easier to explain 
the dominant types of economic thought in past ages in terms of the 
industrial conditions and institutions of the times than to account for 
the many different schools of economic thought which emerge at the 
present time from a given set of industrial conditions and institutions. 

The author’s analysis leads him to conclude that only the law of 
demand and supply and the law of proportionality of the factors of 
production are universal economic laws. Other so-called laws, such as 
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the law of diminishing returns and the iron law of wages, are but varia- 
tions, peculiar to certain times and places, of the larger law of propor- 
tionality of the factors. At times the author seems to strain in order 
to interpret certain economic principles in terms of this basic law. For 
example, he suggests that, in a historical period in which the scarce or 
limiting factor is being increased, industries should operate according 
to the principle of increasing return or decreasing costs. Constant re- 
turn or costs should be experienced when the most favorable porportion 
of the factors is attained, while increasing costs or decreasing return 
should prevail in a period when one factor increases to excessive 
amounts relatively to the others. This interpretation of the conditions 
of increasing, decreasing, and constant costs seems to be quite different 
from that which prevails in most modern value analysis. Many econo- 
mists, while willing to admit that any industry or industries may oper- 
ate at either increasing, decreasing, or constant costs in an actual his- 
torical period of time, insist that time in the historical sense must be 
rigidly eliminated from the analysis of these various cost conditions for 
purposes of value theory. 

In general, however, Mr. Peck is successful in his attempt to corre- 
late economic theory with industrial history. The relationships which 
he shows are too close to be accounted for by chance or coincidence. 
Nevertheless, it should be remembered tiat even a high degree of cor- 
relation between two factors is no guaranty that the one is always cause 
and the other effect. 

The book holds the interest of the reader from cover to cover; its 
style is clear and graceful and its conclusions give evidence of years of 
thoughtful study on the part of the author. In this reviewer’s opinion, 
it should become required reading for those who seek an understanding 
of the development of economic thought. 

RaLpH H. BLODGETT 
University of Illinois 


Financing Security Trading. By WituiAM M. BLaltspELL. Philadel- 

phia: University of Pennsylvania, 1935. Pp. 199. 

This doctoral study, after a brief opening on the relation of the 
money market and the security market, is devoted chiefly to the statis- 
tics of the four major world markets: New York, London, Paris, and 
Berlin. The two concluding chapters discuss the rationale and control 
of security trading finance. As the author points out, the available 
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statistical material is most inadequate, particularly for European mar- 
kets. Data are charted for stock prices, volume of new issues, volume 
of security trading, the amount of collateral loans outstanding, the 
ratio of collateral loans to bank deposits, and interest rates. The “‘ve- 
locity of Stock Exchange funds,” an estimated ratio of the dollars of 
stock trading per year to brokers’ daily average deposits, and the ve- 
locity of bank deposits in New York and in 140 other cities are given 
for this country. All the figures are annual averages and cover two 
periods, 1905-13 and 1925-33. 

The charts must be read in close connection with the text to avoid 
confusion, for the legends are not always clear. Thus, in Chart I, a 
Jine labelled “Floating Supply” proves to be the percentage of United 
States Steel common stock registered in brokers’ names, and one of the 
lines representing ‘Volume of New Issues” shows new listings on the 
New York Stock Exchange. Similar care is necessary in accepting in- 
terpretation, as when (p. 27) it is suggested that Standard Statistics 
average of four hundred stocks may exaggerate the 1929 boom because 
too selective as compared with the more inclusive average of the New 
York Stock Exchange. The actual explanation is that the latter index 
is cruder, not being adjusted for stock dividends and split-ups as is the 
former. 

Theoretical problems are covered in chapter vi. The author bridges 
the gap between Eiteman, who explains changes in security loans sole- 
ly as the excess of cash withdrawals over cash deposits in brokerage 
accounts, and those who relate loans to price movements, by stating 
that rising stock prices make traders tend to withdraw realized profits 
(p. 164). The stock market is acquitted of the charge of “absorbing” 
funds by the statement that these withdrawals presumably pass into 
the commodity markets to purchase goods. He adds: “In making se- 
curity loans, a banking system is putting itself into the place of real 
savings; too large a volume of this type of loan means a lack of balance 
between production and consumption, purely aside from the resultant 
congealed state of the bank assets.’”’ The large ratio of stock market 
loans to bank deposits in 1929 is said to have “forced the banks to press 
upon their commercial customers for repayment of loans in order to at- 
tain a measure of liquidity, which of course hastened the onset of the 
depression” (p. 167). 

In the concluding chapter, measures of control such as were proposed 
by the Twentieth Century Fund staff (1934) and those found in the 
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then newly enacted Securities Exchange Act and banking laws, are dis- 
cussed briefly. More adequate statistics on brokers’ loans and undi- 
gested new securities are recommended as reforms. 
H. G. GUTHMANN 
Northwestern University 


State Bank Failures in Michigan. By Ropert G. Ropxey (“Michigan 
Business Studies,” Vol. VII, No. 2.) Ann Arbor: Bureau of Business 
Research, University of Michigan, 1935. Pp. 169. $1.00. 
Professor Rodkey had access to the confidential files of the Michigan 

State Commissioner of Banking, and extracted therefrom as from print- 

ed sources very valuable data with which to reconstruct the financial 

structure of 163 state banks which failed between January 1, 1930, 

and February 11, 1933. They belonged in the category of country 

banks, and the comparison of their records with those of 411 surviving 
state banks and with country national banks give full confirmation of 
the results which similar studies in other parts of the country have 
yielded. However, disregarding a far more extensive Minnesota study 

(edited by Stevenson) and an unpublished inquiry into bank failures 

in Iowa (by Edens), scarcely any other equally lucid and instructive 

analysis of the behavior pattern developed by the midwestern small 
bank in the post-war era is available. 

The result is an extremely strong indictment of both our dual sys- 
tem of “‘competitive laxity” in supervision and of the policies of numer- 
ous small banks. Professor Rodkey points out that there is nothing in 
the peculiarities either of Michigan or of the last depression which made 
necessary the failures en masse. The question is one entirely of manage- 
ment which was satisfactory in the one case and deficient in the other. 
Those in the second group invariably fail in a depression, when exces- 
sive investment in real estate and bank premises, inadequate capital 
equipment, “thoroughly unsound bond portfolios” (p. 47), and other 
forms of “plain incompetence” make themselves felt. The detailed 
analysis of each of these aspects is a real contribution which will be ap- 
preciated by students of banking and by bankers alike. But the re- 
viewer is inclined to question the emphasis which Dr. Rodkey seems to 
put on the responsibility of the dual system of supervision and on the 
alleged ability of branch banking or. a large scale “‘to remove the weak- 
est features of this situation.”” Neither American (Detroit!) nor Euro- 
pean experience is very encouraging in this respect. The author’s sug- 
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gestions (chap viii) for improving state banking by new regulations 
merit immediate consideration beyond Michigan and should be sup- 
plemented by substantially higher minimum capital requirements than 


are customary at present. 
MELCHIOR PALYI 


University of Chicago 


Die Preisgestaltung. By Paut Kaposa. Prague: Heinr. Mercy Sohn, 

1935- Pp. 324. 

This is an ambitious book. It sets out to find the “true laws” of 
price-determination and to show at the same time that disobedience to 
these laws is the cause of all contemporary economic evils. As the au- 
thor explains in the Introduction (p. 8): “It is not our desire to pay 
any particular attention to the existing researches and doctrines on 
price and its formation—quantity and changes in the value of gold; 
supply and demand; natural conditions; the marginal utility theory, 
etc.—since in the present book we only want to examine what seems to 
us important apart from, and beyond those theories.” In this attempt, 
at any rate, the author has partially succeeded. Not entirely, however. 
For his own theory—“proportionalism”—shows too many signs of a 
superficial, and therefore misleading, acquaintance with the doctrines 
of Ricardo to be regarded as original. His fundamental “law of pro- 
portions” (Proportionsgesetz) is merely a vaguely expressed variant of 
Ricardo’s doctrine that commodities will exchange according to the 
relative amounts of labor embodied in them—substituting the word 
“should” for the word “will” and adding the words “and other factors” 
after the word “labor.” He is Ricardian also in thinking that it is the 
relative quantities of labor which are relevant since the quantities of 
other factors will adjust themselves to that of labor—though the rea- 
soning employed is rather un-Ricardian. He argues that since the pro- 
portions of embodied labor necessarily measure the relative usefulness 
(Brauchbarkeit) of goods the quantities of other factors must adjust 
themselves to that of labor in order that they should become useful, 
(“damit ihre Brauchbarkeit zustande komme” [p. 56]). There is no 
visible evidence that the author is aware of the assumptions which 
Ricardo himself employed in reaching his conclusion, nor of his dis- 
satisfaction with them in the later years of his life. 

When, however, the “law of proportions” turns out to be not so 
much an explanation of what is, as a criterion of what ought to be, the 
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resemblance to Ricardo and the rest of the author’s predecessors defi- 
nitely ceases. In this respect, the book is undoubtedly original. There 
is a fairly convincing demonstration that since the war the relative 
prices of goods have tended to show less and less correspondence to rela- 
tive labor costs while ‘‘unproductive elements” (taxes, etc.) have tend- 
ed to make up a rising proportion of final price. But as far as the re- 
viewer can see—and he confesses to a certain impatience in reading 
this book—there is no demonstration whatever to show why this should 
cause relative overproduction or a failure of consumers’ demand; why 
one kind of cost should be less creative of purchasing power than an- 
other kind. 

That such books should be written and published and reviewed re- 


flects a situation peculiar to the social sciences. 
NICHOLAS KALDOR 


London School of Economics 


Regulation of Public Utilities in New Jersey. By M. C. WALTERSDORF. 
Baltimore: Williams & Wilkins Co. (Waverly Press, Inc.), 1936. 
Pp. viiit+225. $2.50. 

Professor Waltersdorf’s study of public utility regulation in New 
Jersey is one of the few published works relating to the experience of a 
particular state in social control. After treating the historical develop- 
ment of regulation and the present scope of the authority of the Board 
of Public Utility Commissioners, the author gives detailed considera- 
tion to the control of service, valuation, depreciation, rate of return, 
accounting, security issue, and rate structures. Separate treatment 
is accorded electric railways and motorbuses and the holding company. 
The final chapter is a summary and critical appraisal of state regula- 
tion. 

The author finds that regulation has fallen short of attaining its full 
objective, in that the consuming public has not secured the protection 
which was anticipated under the statute enacted under the aggressive 
leadership of Governor Woodrow Wilson in 1911. The failure of regu- 
lation is attributed to the laxity of public interest, inadequate laws, 
adverse court decisions, insufficient appropriations, inexpert personnel, 
and the general inability of the system to cope with new conditions. 
More particularly, the Commission has functioned as a judicial tri- 
bunal rather than as an aggressive administrative agency represent- 
ing the interests of the public, has done little research and planning, 





BOOK REVIEWS 709 


and has failed to control operating expenses or to stimulate efficient 
operation. Emphasis is placed upon the intervention of the courts as a 
factor in rendering Commission control ineffective, notably their in- 
sistence upon reproduction cost as the valid basis for the determination 
of the rate base. A definite standard embodying prudent investment is 
proposed, but without recognizing or considering its obvious defects 
from the point of view of rate flexibility and the proper apportionment 
of productive resources. 

Although the extent of public ownership in New Jersey and experi- 
ence with it are not treated, the author does not regard public opera- 
tion as a practicable solution of the utility problem, largely because of 
the difficulties of acquiring the plants and supplying progressive and 
efficient management. It is stated that municipalities should have the 
right to engage in the utility business, but without tax exemption and 
under the same regulation as privately owned enterprises. The real 
solution of the utility problem lies in the improvement of the existing 
regulatory machinery. The author concludes (p. 179): “Doubtless, the 
solution lies not in resorting to revolutionar, methods, nor in casting 
aside the present system for something fundamentally different, but 
rather in so modifying the present system that control may be made 
more effective.” 

Professor Waltersdorf has presented a fairly complete picture of 
control in New Jersey. However, the factual basis for his evaluation 
might have been strengthened considerably if some attention had been 
directed to actual earnings and returns of the utility companies, actual 
rate structures, and rate comparisons. Policies and practices of the 
Commission as regards valuation, security regulation, and rate-making 
during the difficult years since 1929 are not dealt with adequately. 
Greater clarity in exposition in the analytical chapters would have 
been attained if the author had made a more careful separation be- 
tween the elucidation of principles, the views of the Commission, and 


his own critical comments. 
Martin L. LInDAHL 


Dartmouth College 


British Corporation Finance, 1775-1850: A Study of Preference Shares. 
By Greorce HEBERTON Evans, Jr. Baltimore: Johns Hopkins 
Press, 1936. Pp. 208. $2.25. 

This entertaining and workmanlike monograph traces the rise and 
development of the preference share from its inception as an emergency 
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device to lure reluctant capital into needy corporations to its position 
as an accepted, orthodox instrument of corporation finance. Prefer- 
ence shares arose, not from a desire of successful proprietors to expand 
their gains by “trading on the equity,” but out of the acute financial 
embarrassment of early transportation companies. These projects, be- 
gun without an appreciation of the engineering difficulties, frequently 
exhausted their original capital long before completion, leaving the 
proprietors to devise some unusual instrument for attracting capital 
as the only alternative to abandonment. The tremendous demand for 
capital, the limited areas from which it could be drawn for local enter- 
prises, the long interval between commitment and returns, and parlia- 
mentary limitations combined to make it necessary to create a new 
type of corporate security. Borrowing by the usual methods was out of 
the question, the sale of ordinary shares at a discount was not feasible, 
and the stage had been set for the introduction of preference shares by 
the earlier practices of paying regular, specified returns upon shares 
(even out of capital) and of differentiating between classes of share- 
holders. Possessed at the outset of many features of debt rather than 
ownership instruments, the nature of the new preference securities 
gradually underwent substantial alteration—but not without sharp 
clashes within the proprietary (directors frequently owned large blocks 
of preference shares). Various features characteristic of the early pref- 
erence shares—rights to dividends in advance of creditors’ interest, 
pledges of specific property, cumulative dividends, participation rights, 
etc.—came to be abandoned, but the evidence is clear that, despite the 
stripping of the preference share, it retained a high place in public 
opinion. Authority to issue the first railway preference shares was pro- 
cured from Parliament in 1829; by the middle of the century between 
ro and 15 per cent of the share capital of British railways was in this 
form. 

Although Professor Evans concerns himself directly only with the 
preference share, his excellent essay throws valuable light upon the 
machinery, processes, and practices of corporation finance generally 
throughout this period, as well as upon the struggles of early transpor- 
tation enterprises. 

But it is in its unstated implications with reference to the modern 
corporation that I find the book most interesting. Two things in par- 
ticular are suggested: the extent to which the corporate mechanism 
and the instruments of corporation finance can be molded to the de- 
mands of those—proprietors or public—who have a sufficient interest 
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in their use and effects, and the perennial character of what many have 
regarded as peculiarly the problems of the modern corporation. There 
is comfort as well as a challenge to be found in the news that over a 
century ago people interested in corporate affairs were troubled over 
“concentration of control,” “dispersion of ownership,” “the conflict 
between common and preferred shareholders,”’ “the conflict between di- 
rectors and owners,” “limits on pre-emptive rights,” “irresponsible 
management,” and “government aid for distressed companies.” 
Ben W. Lewis 
Oberlin College 


The Development of the Business Corporation in England, 1800-1867. 
By BisHop CARLETON Hunt. (“Harvard Economic Studies,” Vol. 
LII.) Cambridge: Harvard University Press, 1936. Pp. xii+182. 
$2.50. 

This is a study of two aspects of early British corporation history— 
the struggle for freedom of incorporation and the efforts to procure 
limited liability. After a brief sketch of the eighteenth-century situa- 
tion which, in consequence of the passage of the “Bubble Act,” was not 
marked by great gains in the use of the joint-stock form of enterprise, 
Dr. Hunt treats of the process by which the business corporation ac- 
quired legal recognition. The description and analysis is built around 
the successive waves of speculation and company promotion which 
swept across Great Britain from 1800 to 1867. Each such wave wit- 
nessed the organization of new enterprises which were often of a type 
which required large amounts of capital and could not be operated as 
individual proprietorships or ordinary partnerships. In consequence, 
the necessity for improvement in the laws concerning business organi- 
zation became more and more emphasized. A hostile press, critical 
pamphleteers and writers, a stubborn judiciary, and a reluctant Parlia- 
ment delayed the inevitable legislation, while portions of the business 
community struggled to develop a legal form under which business 
could be carried on with a fair degree of safety for its backers. 

While Dr. Hunt has made an excellent study, there are several 
points which could have been developed advantageously. More definite 
statements as to the relative importance of incorporated and unincor- 
porated companies throughout the period treated would have been 
very helpful in appraising the achievement of both freedom of incor- 
poration and limited liability. It would also be desirable to have a 
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more extensive treatment of the devices which were employed by the 
joint-stock companies in their efforts to obtain limited liability for 
shareholders. The part played by the Board of Trade in granting 
charters could well have been expanded. Finally, the reviewer has the 
feeling that not enough importance has been given to the part which 
the prospectus and the system of marketing shares might have played 
in delaying the introduction of limited liability. Many of the quota- 
tions used by Dr. Hunt stress the point that those whose names ap- 
peared as shareholders in the prospectus and other company docu- 
ments were inviting the public’s confidence and therefore such persons 
should not have been relieved of liability. Had there been a different 
method of marketing shares, which entailed less emphasis upon the 
prospectus, it seems likely that limited liability might have come 
sooner. Dr. Hunt does not consider such factors but explains the delay 
in introducing limited liability merely in terms of a popular prejudice 
in favor of individual enterprise and responsibility. 

These criticisms, which relate to omissions rather than commissions, 
should not be taken to constitute a serious indictment of the book. The 
fact is that the essay is an excellent one. Dr. Hunt has studied a mass 
of material and culled from it a large number of apt quotations which 
he has skilfully worked into the text. The book is one which students 
of the corporation and of English economic history should read. 


GEORGE HEBERTON EVANS, JR. 
Johns Hopkins University 


First Principles of Public Finance. By ANTONIO DE ViTI DE Marco. 
Translated from the Italian by Ep1ra Pavto Marcet, with an In- 
troduction by Luicr Ernaupi. New York: Harcourt Brace & Co., 
Inc., 1936. Pp. 435. $4.00. 

Grundlehren der Finanswirtschaft. By A. DE Vit1 DE Marco. Tii- 
bingen: J. C. B. Mohr, 1932. Pp. xxviii+334. 

The Italian literature of public finance has long been held in high 
esteem; but its claims to distinction have rested mainly upon 
works which have been inaccessible to those of us who lacked facility 
with the language. The translations of De Viti’s famous treatise are 
thus doubly welcome, for they will make possible a more informed con- 
sensus, both as to the merits of Italian economics and as to competence 
of the interpretation and appraisal which it has received in other coun- 
tries. 
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Careful reading, first of the German version and now of Mrs. Mar- 
get’s translation, has left the reviewer with no little resentment toward 
the critics who induced him to search in this treatise for the profound 
analysis and penetrating insights which it does not contain. The Prin- 
cipit is revealed to him, not as a great book, but as a document out of 
an inglorious intellectual past—a monument to the confusion which, 
in so many places, was economics at the turn of the century. Its meth- 
od or general approach is that of sophisticated speculation which 
achieves neither rigor and elegance nor relevance to important prob- 
lems. Its “first principles” are vague rationalizations of De Viti’s con- 
servative tastes in fiscal policy, and of crude practical expedients in 
taxation whose significance is accidental, provincial, and transitory. 
The whole collection of “theories” may be viewed as ponderous apology 
for actual fiscal practices, qualified by suggestions for minor reforms at 
points where the author’s flexible principles could not be stretched to 
provide verbal justifications. Thus the treatise may be regarded as a 
model for the kind of writing which has made our own literature of 
public finance a disgrace to economics and a means for stultifying those 
who pursue the usual routines of academic specialization. Moreover, 
there is not a single section or chapter which the reviewer could con- 
scientiously recommend to the competent student searching for genu- 
ine insights and understanding. 

The author’s introductory remarks about method prepare the reader 
for disillusionment. “Public finance is a concrete science It seeks 
to establish the reasons why, or the conditions under which, people 
act in a given way. Its aim is simply to understand, to know.”’ It must 
be rigorous and scientific, but not too abstract! What follows, in the 
body of the treatise, besides apology for existing practices, is not anal- 
ysis based on premises, not history, and not a theory of institutional 
development—although the treatise is all these things in different 
places, and the remarks about institutional changes are often stimulat- 
ing. Generally speaking, the discussion moves in a sort of intellectual 
no-man’s-land between “explanation” of existing institutions and de- 
scription of a vague set of norms or (to the author’s taste) ideal arrange- 
ments. These norms are described sometimes as imperfectly realized 
goals of actual political processes, sometimes as requisites of “‘political 
equilibrium,” and sometimes as things which democratic nations ought 
to cherish. Whether they came into De Viti’s mind via revelation, 
from his private conception of “the co-operative state,” or as deriva- 
tives of an old-fashioned liberalism which is often more old-fashioned 
than liberal, he does not divulge. 
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Starting with this conception of the co-operative state (as opposed 
to the monopolistic state), the author attempts to illuminate the politi- 
cal phenomena of taxation and expenditure by vaguely analogical ap- 
plication of the terminology and axioms of traditional price-theory. 
Individuals “demand” public goods (which are the object of extended 
definitional excursions); taxes are the prices against which people set 
the utilities of these goods. All this reminds one of Sax; and the reader 
is left in confusion. The central argument appears to involve all the 
faults of naive marginalism in matters of political action; and if atten- 
tion is focused on the cautious but rather casual disclaimers, it seems 
that the author is left without any thesis or position at all—that the 
dialectic simply has ridden off in all directions. 

The pervasive note is a rigid, if not explicit, sort of benefit doctrine. 
Every item of social income (direct goods) comes into existence bearing 
a tax-obligation for those public goods which are elements of its cost— 
and it is intimated that the total amounts so imputed would exhaust 
the total of governmental expenditures. Likewise (and not alternative- 
ly!) every person’s demand for public goods is presumed to be meas- 
ured by his income. At all events, strict proportionality is held up as 
the proper norm in taxation. Progression is one of the political ex- 
cesses of mass democracy; a current fad inimical to political equilibrium 
in the co-operative state; and a stupid interference with natural forces 
making for increase in the social income which, in turn, is indispensable 
for reducing the tax burdens of the masses. (The implied conception of 
the workings of “natural economic forces” will probably seem strange 
and ambiguous even to the most sympathetic reader.) Progression or, 
better, degression is not without justification, it seems, if carried only 
far enough to offset the regression of taxes on the “necessities of life” 
(e.g., salt); but anomalously (!) it has developed furthest in those 
wealthy countries which now confine their indirect taxes to ideal ob- 
jects like tobacco and alcoholic beverages. (Thus “luxuries” must be 
interpreted here, as in our own textbooks, to mean things which poor 
people ought to do without and most certainly won’t.) 

Indirect taxes are held to be indispensable in a good revenue system. 
They serve to compensate for the unfortunate exemptions under the 
direct taxes, and especially for the wide and inevitable (?) differences 
in the application of direct taxes to the different kinds of income. Thus 
every citizen should pay two kinds of taxes upon his income: one when 
it is produced, another when it is consumed. Ideally, both would be 
uniform and proportional; and, while this result is realized imperfectly, 
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it is a norm toward which the political process does (should?) strive. 
The reason we should have both kinds of taxes is that each is in fact 
so imperfectly applied. Such argument obviously loses all significance, 
however, unless one is willing to maintain that the respective imper- 
fections are, to a substantial extent, actually offsetting. 

The author’s facility in finding justification for all actual levies is 
well illustrated in the discussion of “Taxes on Transfers of Property” 
(Book IV, chap. x). An earlier section condemns Mill’s notions about 
the double taxation of saving—a sound criticism not very cogently 
argued; and De Viti insists that his own scheme of uniformly double 
taxation would be incomplete if saved income were taxed only as it 
was produced. This argument is then used to support a miscellaneous 
collection of levies which only the vaguest analysis could put into a 
single category: registration taxes, stamp taxes on contracts, death 
duties, taxes on corporate issues, etc. Some readers may be willing, 
with De Viti, to treat ordinary excises as approximating or tending to- 
ward uniform taxation of consumption; but even they will find it hard 
to accept these other levies as merely imperfect substitutes for a uni- 
form tax upon savings. Needless to say, the author has little sympathy 
with modern tendencies in the taxation of inheritance. 

In a book which treats all taxes as levies upon income, one might ex- 
pect careful discussion of the concept and careful use of the term. In- 
stead one finds only assertion of confused notions surprisingly similar 
to those of Robert Meyer (Das Wesen des Einkommens, Berlin, 1887). 
“The product or income of society consists of the quantity of goods of 
first order annually produced and consumed.” There is no recognition 
of the difficulties involved in treating individual incomes as shares in 
the social income, or of the serious ambiguities of the latter conception. 
Saving is treated as mere redistribution of “consumption income” 
through time—and, incidentally, as a factor of production co-ordinate 
with labor; and the criticism of Mill rests on an implied definition of 
income which is utterly different from the one formally adopted in 
earlier sections of the chapter (Book II, chap. x). These difficulties of 
definition, common in the Finanzwissenschaft of the 1880’s (and in cur- 
rent discussions of money and capital theory), plague the reader 
throughout De Viti’s treatise. 

De Viti has been praised for his criticism of the hedonistic argu- 
ments in favor of progression. His discussion, however, reveals little 
acquaintance with the doctrines criticized; one never knows what brand 
of “sacrifice theory” he is attacking; and in general his criticism of 
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weak and untenable positions, if not simply irrelevant, is weaker than 
the positions themselves. Also frequently praised is the chapter on in- 
cidence; but this chapter, besides indorsing all the crudities of older 
doctrines (and quoting with approval an especially bad passage from 
Seligman), is concerned almost exclusively with economic effects of 
the higher order of smalls—with repercussions which must be neglected 
in any analysis that seeks to indicate the significant, relative effects of 
different kinds of taxes. 

The two concluding chapters on “Extraordinary Public Finance” 
have greater merit than other parts of the treatise. They reflect, how- 
ever, some not uncommon misconceptions about banking; and they 
overstate enormously the case against post-war stabilization and in 
favor of drastic deflation. In these chapters, moreover, the author is 
seriously encumbered by an intention of discussing merely fiscal as- 
pects of the problem, and of avoiding a straightforward monetary ap- 
proach—as he was earlier, in trying to discuss incidence without ven- 
turing into general theories of the pricing process. 

The shortcomings of De Viti’s work may perhaps be explained by the 
fact that he has tried to lay the foundations for a general theory in a 
special branch of applied economics. If his book is “the best treatise on 
the theory of public finance ever written,” one hopes that it may be the 
last. In trying to construct a separate theory, and in avoiding things 
which he regarded as appropriate to other branches of economics, the 
author seems to have left out everything of a theoretical nature which 
might have been significant or intellectually substantial. Institutional- 
ists who applaud the effort will hardly be pleased with the results. 
Others may feel that a good mind and a facile pen have made a further 
contribution to the training of specialists in public finance who cannot 
pretend to competence or interest in general economic theory or in 
monetary analysis. De Viti’s appeal for greater intellectual autonomy 
in the study of public finance is perhaps unintentional; but his writing 
seems likely to promote an academic separatism which has already 
yielded intolerable confusion in professional discussion and degradation 
of its standards. 

The remarks thus far will convey an impression of De Viti’s work 
which is less than fair, unless the reader understands that they are sub- 
mitted deliberately as a dissent from the opinions of more prominent 
critics, and as a possible corrective against praises which have seemed 
extravagant. The book is certainly impressive in many ways. Its wan- 
dering speculations are often brilliant and stimulating. Its style is dis- 
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tinguished—doubtless more so in the original than in the excellent 
English and German translations. Its author is revealed as a learned 
gentleman of rare sophistication, tolerance, and urbanity. Moreover, a 
member of the Italian nobility who, as a professor, has stood nobly and 
firmly for freedom of trade, and for the more basic tenets of a liberal 
faith as well, deserves the great distinction which he has won. 

De Viti stands out as a great man. His Principii, however, is a 
mass of intellectual confusion and of dangerous half-truths which, 
along with other vestiges of continental thought, are likely to plague us 
still for many years. To say that it is distinguished among treatises in 
its field is to praise it justly and, at the same time, to comment bitterly 
on the quality of economic thought in one of its important branches. 
To call it a great book, however, is a disservice to the cause of higher 
standards and better orientation in economic inquiry. 

Both the German and the English translations are admirable. Mrs. 
Marget has used a later edition of the Principii and, wisely, has omit- 
ted more of the detailed material on taxation in Italy. Professor de Viti 
evidently participated actively in the translations; and Professor Ei- 
naudi has written excellent introductions for both versions. 

Henry C. Srmons 

University of Chicago 


Economic Essays. By CHARLES JESSE BuLLocx. Cambridge: Har- 
vard University Press, 1936. Pp. viii+-550. $5.00. 

This volume of essays was collected by an informal committee com- 
posed of friends and former students of Professor Bullock to indicate 
their appreciation of his thirty-one years of distinguished service on the 
faculty of Harvard University. It contains twenty-two essays on a 
wide range of topics indicative of the broad extent of Professor Bul- 
lock’s interests and scholarship. The essays are arranged chronologi- 
cally into three groups and cover the period from 1898 to 1936. The 
first group of eleven essays deals with what might be called, for want 
of a better title, general economics and foreign trade. The second group 
contains seven articles on taxation to which should be added the first 
article in the book on direct and indirect taxes. Four of the selections 
relate to problems of property taxation—the general property tax in 
Switzerland, classification, separation, and local taxation. The author’s 
work in Massachusetts is represented, though inadequately, by an arti- 
cle on the taxation of property and income in that state, written in 
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1916. The final article in the taxation series deals with the increase in 
real estate taxes in American cities. It is the reviewer’s lament that 
certain other notable contributions of Professor Bullock in the field of 
public finance were not included. Selection was, of course, the primary 
task facing the editorial committee. So extensive have been Professor 
Bullock’s writings that it was difficult to compress a representative 
sample within the covers of a single volume. Probably no selection of 
essays would completely satisfy everyone but certainly we are grateful 
to the committee for its work in making these essays readily available. 
Many of them are reprinted from sources not always accessible. 

The third and last group of essays covers recent articles—written 
between 1928 and 1936—dealing, for the most part, with policies of 
political economy. All of them—‘The Legacy of Rehoboam,” “Bank 
Advertisements: Ancient and Modern,” “Dionysius of Syracuse,” and 
“The New Deal in Ancient Greece’’—have a classical background and 
reveal deep scholarship in Latin and Greek. They are delightfully 
written. 

The volume concludes with a list of the books and articles written 
by Professor Bullock. It is to be hoped that he will now have time to 
cap his years of scholarship with a monumental work on public finance. 
Meanwhile, we are indebted to his friends for this volume. 

SIMEON E. LELAND 
University of Chicago 


Public Finance. By ALFRED G. BUEHLER. New York: McGraw-Hill 

Book Co., Inc., 1936. Pp. xix+632. $4.00. 

A textbook always should be reviewed in comparative terms. It is 
necessarily a compromise between the scientific and the didactic aims 
of the author. It must cover the whole of a field, principles as well as 
facts, although it is impossible for an author to deal originally and 
thoroughly with every problem of a given field in one book, especially 
if the field is as much in process of development as is public finance. 
The particular merits of this textbook, compared with others, result 
from the open-mindedness of the author. He presents the various as- 
pects of every controversial issue and yet indicates clearly enough his 
own—moderately progressive—position. He does not deal with public 
finance merely as a fiscal matter, but relates it to the great economic 
and social problems of our time. 
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There are no important points to which exception can be taken. I 
had, however, a feeling that the author might have developed some of 
his points more fully. With respect to the theory of shifting of taxation 
and to many other questions, a more conclusive answer could have been 
given, if the author had proceeded from the general discussion to an 
analysis of the effects of taxes in specific situations. The trouble is that a 
really satisfactory treatment of so many problems in public finance re- 
quires the sort of analysis which it is almost impossible to compress into 
the limits of a general textbook. Dr. Buehler has made a valiant at- 


tempt to solve a difficult problem. 
GERHARD CoLM 


New School for Social Research 


The Story of Dictatorship: From the Earliest Times iill To-Day. By 
E. E. KELtLett. New York: E. P. Dutton & Co., Inc., 1937. Pp. 
231. $1.75. 

This small, charmingly written volume will be interesting and worth- 
while reading to economists, who, in these days, cannot escape con- 
cern with the political problems suggested by the title. The tendency 
to be discouraged as to the probable usefulness, or even relevance, or 
even permission to exist, in the future, of any economic doctrine pre- 
supposing political freedom, needs the historical perspective afforded 
by Mr. Kellett’s chapters. The theme is admirably set by the first sen- 
tence of the Introduction: “There are certain times in human history 
which appear to be favorable to the rise of men whom the ancient 
Greeks called Tyrants.” As the author admits, the work is not a his- 
tory of dictatorship; as he might have said, that would be nearly coex- 
tensive with political history in general. We find, rather, a few sample 
sketches, beginning with what is said to be the earliest historical ex- 
ample of which we have any account, but one which is quite typical— 
the story of Abimelech, from the chronicles of the Hebrew kings. The 
other chapters deal with Greece, Renaissance Italy, Napoleon, South 
America, and under “Modern Tyrannies” with Russia, Italy, Germany, 
and Austria. 

F. H. K. 
University of Chicago 
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